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TUESDAY, MARCH 26, 1957 


Unrrep States House or Representatives, 
Se.tect COMMITTEE ON SMALL BUSINESS, 


Suscomorirrer No. 2, 
Washington, D. C. 


The subcommittee met, pursuant to call, at 10:10 a. m., in the 
committee room, George Washington Inn, Washington, D. C., 
Hon. Abraham J. Muiter (chairman of the subcommittee) presiding. 

Present: Representatives Multer, Evins, Riehlman, Seely-Brown, 
and Hill. 

Also present: Irving Maness, subcommittee counsel, Victor P. Dal- 
mas, adviser to the minority, and Katherine C. Blackburn, research 
analyst. 

Mr. Mutter. Good morning, ladies and gentlemen. 

I am sure that most of you know that we are attended here this 
morning by my colleagues on the committee, starting on the farthest 
left: Congressman Hill, of Colorado, who is the ranking minority 
member of the full committee. Then we have Mr. Seely-Brown, of 
Connecticut; Mr. Riehlman, of New York. 

On the right side, Mr. Evins, of Tennessee. 

Then we have Mr. Dalmas, minority adviser, and on my right, Mr. 
Maness, counsel to the subcommittee, and Miss Blackburn of the staff. 

With your permission I will make a very brief opening statement. 

The Small Business Act of 1953, as amended, will expire on July 30, 
1957. We have, therefore, scheduled these hearings for the purpose 
of conducting a complete and comprehensive study of the Small 
Business Administration and all its operations. 

The purpose of the House Select Committee on Small Business is 
to study the problems and I use “study” rather than “investigate” 
because that is the history of the committee—we attempt to study the 
problems of small business and try to come up with a solution to them. 

I think if any committee of the Congress has established a record of, 
not bipartisanship, but nonpartisanship, the House Select Commit- 
tee on Small Business has done just that, and we intend to continue 
to operate that way. 

In order to do the job that should be done to help small business 
solve its problems, we need, and invite, the aid of all interested agen- 
cies of Government, associations of small-business men, as well as 
small-business men themelves. 

In 1953, the Small Business Administration was created to aid and 
assist and protect insofar as possible the interests of small business 
concerns in order to preserve free competitive enterprise. 
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In 1955 this committee conducted hearings on the operation of the 
Small Business Administration and subsequently the act was ex- 
tended for 2 years. 

The problem now confronts Congress to determine whether the 
Small Business Administration should be continued and if so, under 
what type of organization and law. It is our intent to make a full 
appraisal of the operation of the Small Business Administration. 

We start with the premise that we are in agreement that the pres- 
ervation of small business is important if our cherished system of free 
enterprise is to be continued. We are now at that crucial point in 
our economic life where small business either expands from within 
and grows to meet the increased demands of our markets or remains 
stagnant and withers. 

Two years ago when this committee reviewed the operations and 
policies of the Small Business Administration, the Administrator, 
Hon. Wendell B. Barnes, who is with us this morning as our first 
witness, stated: “I am of the opinion that a 2-year extension is desir- 
able since it will give the Congress an opportunity to reappraise the 
further need for the existence of the agency at the expiration of such 
period.” 

That point has now been reached. It is the responsibility of Con- 
gress to now determine what is to be done with the Small Business 
Administration and how we can best aid small business to remain 
an integral part of our free enterprise system. 

We have invited all interested Executive agencies of the Govern- 
ment to participate in these hearings. 

It is our plan to sit all day today, tomorrow, and Thursday as time 
and work on the floor of the House permits. If we do not ‘complete 
our work this week we contemplate continuing these hearings next 
week in order that we may complete our work. As far as possible, the 
sessions will begin at 10 a. m. each day and recess for lunch at 12 noon 
and resume at 1:30 p. m. 

Now then, Mr. Riehlman, would you like to make a statement at 
this time? 

Mr. Rrestman. Mr. Chairman, I want to concur in your opening 
statement. I feel confident that under your leadership as chairman 
of this subcommittee a very thorough and careful study of the Small 
Business Administration’s operations in the past will be made and that 
the committee certainly will come up with constructive and sound 
recommendations when we have concluded our work. 

Mr. Mutter. Thank you, Mr. Riehlman. Mr. Evins? 

Mr. Evins. Nostatement, Mr. Chairman. 

Mr. Mutter. Mr. Seely-Brown? 

Mr. Srevy-Brown. I just want to concur, Mr. Chairman, in the 
statements made by yourself and by my colleague, Mr. Riehlman, and 
also advise you that I am serving on this committee under your chair- 
manship at my own request, which probably indicates better than 
anything else how happy I am to be with you working on a problem 
of such real concern to all of us. 

Mr. Mutter. Thank you. Mr. Hill? 

Mr. Hiixz. Mr. Chairman, just a word—I am happy to be able to be 
here this morning with this subcommittee, and I go along with Con- 
gressman Seely-Brown that it is one of the most important commit- 
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tees in Congress if not the most important. I am happy to partici- 
pate and assure you that as far as my time will allow I expect to 
attend these hearings. 

Mr. Mutter. Thank you, Mr. Hill. 

Now we will call as our first witness this morning, Mr. Wendell B. 
Barnes, Administrator of the Small Business Administration. 

We are very happy to have you with us again, Mr. Barnes, and you 
may proceed as you please. You may, if you wish, read your pre- 
pared statement and interpose as you go along. If you prefer, we 
will withhold questions until you complete your main statement. 

Mr. Barnes. Thank you, Mr. Chairman. 


STATEMENT OF WENDELL B. BARNES, ADMINISTRATOR, SMALL 
BUSINESS ADMINISTRATION 


Mr. Barnes. Mr. Chairman and gentlemen of the committee, it is a 
pleasure to meet with this committee to review the activities of the 
Small Business Administration. 

First, I would like to thank the members of this subcommittee and 
the staff for the cooperation and interest they have shown the Small 
Business Administration, and myself and my colleagues. Each of 
you has at various times consulted with me about important problems, 
and I am convinced of the sincerity of each member of this subcom- 
mittee and you have been very helpful to me and I wish to make this 
acknowledgment at the start of my testimony. 

I would like to summarize for you the progress the Small Business 
Administration has made in each of its major areas of service: 

Assistance to small business concerns with their financial problems; 
financial aid to disaster victims; help to small firms in obtaining a 
fair share of the Government contract awards; and assistance to 
small firms with their management and technical production problems. 

During the past year the personnel of the Small Business Adminis- 
tration have had to devote most of their time and energy to meeting 
an increased demand for the agency’s services in these areas, and to 
making refinements in our programs which experience has indicated 
were necessary. For example, the agency has broadened its financial 
assistance and procurement and technical assistance programs in order 
to be of help to a greater number of small business concerns. These 
areas of expansion will be discussed later. 

Although the agency has been faced with a growing workload under 
its regular programs, we have also worked diligently to further the 
interests of small business in many other ways. 

During this past year, many of the activities of the agency have 
been conducted in cooperation with other Government agencies, with 
the Small Business Administration serving as a spokesman and advo- 
cate of small business. In some instances our own effectiveness has 
been increased through use of the personnel of other Government 
agencies to make studies pertaining to the problems of small business. 

The committee is familiar with the work of the Small Business 
Administration and its collaboration with the Securities and Exchange 
Commission on the revision of regulation A. In addition, the agency 
has set up a continuing liaison with the Commission to permit con- 
stant review of the problems of small firms in obtaining equity 
financing. 
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We have conferred with officials of the Civil Aeronautics Board 
about methods of improving the financial position of small feeder 
airlines by loans or by reassignment of routes. 

We have conferred with officials of the Interstate Commerce Com- 
mission regarding financial problems of small firms in the trucking 
industry and have established liaison with the ICC to obtain from it 
needed credit information. 

We have consulted with officials of the Federal Communications 
Commission to develop information concerning the problems of the 
smaller ultra-high frequency stations. 

Close liaison also has been established with the Department of Agri- 
culture on the drought programs of both the Small Business Admin- 
istration and the Department of Agriculture. Representatives of our 
agency and the Department of Agriculture have conferred jointly 
with financial institutions in an effort to meet the credit needs of both 
businessmen and farmers in the affected areas. 

I have recently been asked by the Department of Agriculture to 
serve as a member of the Committee on Rural Redevelopment, along 
with the undersecretaries of several Government departments. This 
committee develops policies to improve the economic position of low- 
income areas. As you will recall, a substantial percentage of Small 
Business Administration loans have been made to small business 
concerns which are closely related to agriculture. 

Our agency has been working closely with the Housing and Home 
Finance “Agency in connection with its community facilities disposal 
program, to determine whether Small Business Administration loans 
may be made available to purchasers of Government-owned business 
property held for disposal by that Agency. 

In cooperation with the Departments of Commerce and Justice, the 
Export-Import Bank, the Federal Trade Commission, the Interna- 
tional Cooperation Administration, the Internal Revenue Service, and 
faculty members of the Harvard University Graduate School of Busi- 
ness Administration, the Small Business Administration has devel- 
oped information of value to small-business concerns desiring to 
enter the international trade field. Our agency has issued a publica- 
tion entitled “Pointers on International Trade” which has received 
favorable comment and wide acceptance. 

In the disaster loan program, the Small Business Administration 
has worked in close cooperation with the Federal Civil Defense Ad- 
ministration, the Housing and Home Finance Agency, and the Amer- 
ican Red Cross in providing assistance to the victims of disasters. 

We have cooperated with the Fish and Wildlife Service of the 
Department of the Interior in establishing and administering its fish- 
eries loan program. The Small Business Administration “develops 
the necessary credit information for such loans, and the loans are 
closed and administered through our regional offices. 

We have consulted with the Medical Facilities Branch of the Depart- 
ment of Health, Education, and Welfare and with representatives of 
the American Medical Association, American Nursing Home Asso- 
ciation, and American Hospital Association in dev eloping a program 
of loans to hospitals, nursing homes, and medical and dental labora- 
tories which are privately ow wned and operated for profit. 

Let me interpolate there by saying I hope I will be questioned 
more in detail about that particular program. 
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We have established a continuing liaison with the Antitrust Divi- 
sion of the Department of Justice whereby we have obtained lists of 
inventions and patents made available for licensing to the public 
through judgments in antitrust cases, and have published abstracts 
of these patents in our agency’s monthly products list circular. 

We are collaborating with the Business and Defense Services Ad- 
ministration of the Department of Commerce to help small-business 
concerns obtain scarce materials. 

Our agency has opened new field offices in Hawaii, Alaska, and 
Puerto Rico in recent months, thereby making its services available 
to small-business concerns in these areas. 

I will interpolate also here: In certain other areas we have estab- 
lished postal duty stations which have provided Small Business Ad- 
ministration employees in an area where geographically it has 
avoided long and laborious trips for the public. This has increased 
the services available to the public. 

The Small Business Administration has cooperated actively with 
other agencies in implementing those recommendations of the Presi- 
dent’s Cabinet Committee on Small Business which require admin- 
istrative action. 

Pursuant to recommendation No. 5 of the First Progress Report 
of the Cabinet Committee, the Small Business Administration is 
giving its full cooperation to the General Services Administration in 
a comprehensive review of procurement policies and procedures of 
all Government departments and agencies. Our work consists both 
of submitting small-business problems for review, and suggesting solu- 
tions to the problems. 

In accordance with recommendation No. 6 of the President’s Cab- 
inet Committee, both the General Services Administration and the 
Department of Defense have adopted regulations which will facili- 
tate and accelerate the making of progress payments to small sup- 
pliers under Government contracts. The Small Business Administra- 
tion was active in developing this change in policy, which will 
alleviate the need of many small concerns for credit and will prevent 
their being deprived of an opportunity to do work on Government 
contracts. 

Pursuant to recommendation No. 10, the Small Business Admin- 
istration and the Department of Commerce jointly are developin 
plans for a conference on technical research and development an 
distribution for the benefit of small business. This conference is 
scheduled to be held here in Washington early next fall. I feel 
certain that out of this conference will come a material contribution 
toward widening the opportunities for small business through re- 
search on product development and marketing. Outstanding 
specialists from industry, education, and Government will partici- 
pate in this conference. 

The Cabinet Committee’s recommendation No. 14 was that the 
Bureau of the Budget undertake a study of the reports and statistics 
required of small business by the Government. This study is being 
made by the Bureau of the Budget and the Small Business Admin- 
istration has furnished a member of its staff full time to assist in 
this project. 

Let me turn now to the financial assistance program of the Small 
Business Administration. 
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During the past 12 months the agency’s lending program has been 
marked by steadily increasing activity. From the start of the lend- 
ing program on September 29, 1953, through February 28 of this 
year, the Small Business Administration had received 14,110 busi- 
ness loan applications. Of these, 6,352 applications had been re- 
ceived during the last 12 months. 

Also through February 28 of this year, the agency had received 
6,415 applications for disaster loans. It had approved 5,605 business 
loans totaling $253,432,000 and 5,069 disaster loans totaling $57,575,000. 
Currently, slightly more than 56 percent of the business loan applica- 
tions meet the necessary credit criteria and are approved. 

Of the 5,605 business loans approved through the end of February, 
863 subsequently had been canceled in full. The principal reasons for 
cancellations were that the applicants had made other arrangements 
for funds or had found, because of changed circumstances, that the 
loans were not needed. Thus, net business loans approved number 
4.749, totaling $214,568,000. 

Disbursements have been made on 4,084, or 86.1 percent, of this 
net number of business loans approved, with the borrowers having 
received or in the process of receiving a total of $173,658,000. Of this 
amount, $102,607,000 represents disbursement of Government funds by 
the Small Business Administration, and $71,051,000 represents dis- 
bursements by participating banks. 

With respect to the 5.069 disaster loans approved, 682 had been 
canceled in full, as of February 28, 1957, leaving net approvals of 
4,387 totaling $49.774,000. Disbursements have been made on 4,062, 
or 92.6 percent of these loans, involving a total amount of $46,527,000. 

More detailed statistical information on the lending program is 
contained in the agency’s seventh semiannual report. 

Recent financial assistance activities which should be noted are 
special loan plans developed by the agency to assist certain types of 
businesses, such as loans to small trucking firms and loans to corn 
packers to enable them to process a bumper crop of corn this season 
and to hold their products for orderly marketing. In addition, within 
recent months the agency’s loan policy has been amended to extend 
loan eligibility to certain types of firms which previously were ex- 
eluded from the loan program. These include privately owned hos- 
pitals and nursing homes, theaters, and trade and business schools. 
Also, there has been some activity in the pool loan program. Two such 
loans have been anproved—one for $700.000 and one for $1 million. 

The need for disaster loans has not been as great during the past 
year as in the previous year. Barring anv widespread or major dis- 
asters, we anticipate fewer than 1.500 applications this fiscal year, as 
compared with approximately 4,000 applications received during fiscal 
year 1956. 

As part of its disaster loans program, the Small Business Adminis- 
tration is placing special emphasis on financial assistance to small 
firms in drought areas which have suffered economic injury as a result 
of the drought. We have written all the banks in the drought areas to 
enlist their aid in accepting drought loan applications and in providing 
necessary credit information for proner consideration of applications. 
We also have arranged for loan advisory committees, comnosed of 
bankers and businessmen, to assist in evaluating these loan applications. 





SMALL BUSINESS ADMINISTRATION 7 


The agency also is offering to assist local development corporations in 
financing the construction of industrial buildings to attract new busi- 
nesses into the drought areas. 

In order to handle the rising workload in the agency’s regional 
offices, we are continually striving for maximum efficiency in our 
financial assistance activities. 

For example, procedures used by some of the larger banks in the 
country have been reviewed to determine whether they could be 
applied to our own lending programs. Paperwork has been reduced 
to a minimum, within prudent limits; bank personnel has been used, 
without charge to the Government, in the disaster lending program; 
and the review of loan applications and the loan closing and servicing 
procedures have been streamlined. 

In order to speed action on loan applications, the agency’s regional 
directors have been authorized to approve all loans under the limited 
loan participation plan, other types of loans through $20,000, and 
business loans through $100,000 where there is at least 25 percent bank 
participation in them. 

Despite these measures, the agency’s financial assistance personnel 
have been hard pressed to keep up with the volume of work. On 
February 28 the agency had on hand 1,083 business and disaster 
loan applications being processed and on which no final action had 
been taken; approximately 983 loans to be disbursed, and 9,623 loans 
to be serviced, including loans transferred by the Reconstruction 
Finance Corporation to the Small Business Administration for serv- 
icing. 

The agency’s 1957 budget for business loans was based on the re- 
ceipt of an average of 350 applications per month, as compared with 
an average of 340 in fiscal year 1956. Instead, applications this fiscal 
year have averaged more than 550 per month, reaching a high of 692 
in October. Indications are that a new high of more than 700 appli- 
cations will be received during the present month. 

To help cope with this almost doubling of applications, and the 
proportionate increase in loans to be closed and serviced, the Bureau 
of the Budget reapportioned the agency’s administrative funds so 
that employees could be obtained from other Government agencies, 
on a reimbursable basis, during the second quarter of the fiscal year. 
In this way, the agency was able to obtain the temporary services of 
55 technical and 43 clerical employees. However, loan applications 
increased still further, to the point where a more serious backlog 
developed. 

It then became apparent that, with a further increase in applica- 
tions in prospect, every effort should be made to handle the workload 
on 2 more permanent basis than through merely borrowing personnel 
from other Government agencies. The Bureau of the Budget there- 
fore again reapportioned the agency’s funds to permit the recruit- 
ment of additional financial assistance staff members. The Congress 
is now considering a request for a supplemental appropriation to 
make up the shortage of funds for the fourth quarter, and to permit 
the agency to retain staff for a workload average of 700 applications 
per month for the remainder of this fiscal year. 

Because of the unanticipated increase in demand for business loans, 
it was necessary to ask the Congress to approve an increase in the 
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legislative limitation of $150 million on the agency’s business loans 
outstanding. Public Law 85-4, approved February 11, 1957, raised 
this limitation to $230 million. 

Because of the increased demand, the agency’s revolving fund for 
loans also was being depleted at a more rapid rate than was originally 
estimated and a supplemental appropriation of $50 million was re- 
quested. This amount was adjusted to $45 million by the Congress 
and is included in the urgent deficiency appropriation bill, H. R. 4249, 
which is presently being considered by conferees of the two Houses. 
In the meantime, because of the shortage of funds and the as yet 
unknown demand for disaster loans resulting from the recent floods 
in Kentucky, Virginia, and West Virginia, the approval of business 
loans was stopped last February 1. Field offices were instructed to 
inform applicants whose loans otherwise would have been approved 
that their loans had been given favorable consideration, but that 
formal approval could not be given until funds became available. 

As of February 28, the Small Business Administration had 173 
business loans, totaling $11,172,000, ready for approval. The 
agency’s share of these loans was $9,368,000—I have some later figures 
on that, which I can produce, if you ask for them. 

In addition, disaster loan applications amounting to $2,400,000 have 
been received since that date. In view of this situation, it is impor- 
tant that the additional funds provided for in H. R. 4249 be made 
available as quickly as possible so that many small firms and disaster 
victims will not suffer unduly. 

Losses in the lending program are ata minimum. On January 25, 
1957, 81 business loans were in a liquidation status, while 72 others 
had payments due which were delinquent in excess of 60 days. The 
eee principal balance of these 153 loans was $5,153,918. As of 
February 28, 1957, only $70,224 in principal balance of business loans 
had been charged off by the agency as uncollectible, and thus as losses, 
as compared with $173,658,000 in total business loans disbursed. 

With respect to the agency’s disaster loans, as of January 25, 1957, 
215 loans with a principal balance of $1,603,867 were deliquent in 
excess of 60 days. As of February 28, 1957, only $13,054 in principal 
balance of disaster loans had been charged off by the agency as un- 
collectible, as compared with total disaster loan disbursement of 
$45,430,000. 

Mr. Chairman, at this point, I have a statistical analysis of the 
lending program which sets out these facts more in detail and which 
contain some later figures than are in the semiannual report. 

I offer them as evidence to the committee to those parts to be inserted 
in the record which the committee staff feels would be helpful to the 
commitee in its study. 

Mr. Mutter. They will be received and made a part of the record. 

(The information appears in appendix No. 2.) 

Mr. Barnes. Before discussing the other major activities of the 
agency, permit me to say a few words about the valuable service 
rendered by the agency’s Loan Policy Board. As you know, this 
Board is composed of the Administrator of the Small Business Ad- 
ministration, who serves as Chairman, the Secretary of the Treasury, 
and the Secretary of Commerce, or their designates. 

This Board performs an essential function by establishing policies 
which will enable the Small Business Administration to meet the 
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legitimate credit needs of small-business concerns. At the same time 
the Board provides a means for coordinating the agency’s policies 
with those of other Government departments which have basic fiscal 
responsibilities and important duties closely related to and affected 
by those of the Small Business Administration. 

The Board does not supervise the administrative activities of the 
Small Business Administration, or take any other part in its manage- 
ment. It neither reviews loans nor makes any determination with 
respect to them. Its concern is entirely with denlvaiits the overall 
lending policies of the agency. 

Throughout the period I have served on the Loan Policy Board, its 
deliberations and actions have been marked by a spirit of cooperation 
and harmony, and a common desire to be of the greatest possible 
assistance to small-business concerns. 

Let me review now the services and activities in our procurement 
assistance and technical-managerial assistance programs. At this 
point I would like to introduce similar statistical studies and a more 
detailed recital of some of the activities in this area of our work for 
such use as the staff wishes to make of it in your study and for possible 
insertion in the record to the extent that the staff determines it would 
be helpful. 

Mr. Mutter. We will be glad to receive it. 

(This material was received for study of the staff of Subcommittee 
No. 2 and is in the files of the committee. ) 

Mr. Barnes. In the procurement and technical-assistance programs, 
the Small Business Administration has two primary functions: To 
assist small firms which want to participate in Government procure- 
ments and to help small firms keep abreast of improved production, 
managerial and marketing techniques. 

The agency’s activities to aid small firms obtain a greater share of 
the Government’s orders and contracts have been steadily increasing, 
as have those activities relating to production, products, and mana- 
gerial assistance. 

The Small Business Administration now has joint set-aside agree- 
ments with seven Government departments and agencies. ‘These 
agreements are the basis for our cooperative programs to earmark and 
set aside for small business proposed purchases of supplies and services 
for the Government. 

I should like to compliment these cooperating departments and 
agencies for their growing understanding of the objectives of the joint 
determination or small business set-aside procedures carried out by our 
agency in cooperation with the purchasing offices as reflected by the 
increasing number of actions oa dollar value of set-asides, 

Small business set-aside programs are now in effect at 140 military 
and Federal civilian agency purchasing offices, including 53 offices 
which were brought into the program during the first 6 months of this 
fiscal year. 

Even though the Small Business Administration is able to cover 
only a few purchasing offices of agencies whose purchasing is widely 
decentralized, such as the Department of Agriculture and the De- 
partment of Interior, and is able to cover some other purchasing 
offices only on a part-time basis, substantial progress has been made 
in the set-aside program. 
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Through February 1957 more than $114 billion in proposed Gov- 
ernment purchases had been set aside for exclusive award to small 
firms on a competitive basis. Through February, also, small-business 
concerns had been awarded Government contracts totaling more 
than $946 million as a result of the set-aside program. 

The progress of the set-side program may be seen through com- 
parison of results achieved during the first half of the current fiscal 
year with those achieved during the same period of one of the 
agency’s earlier fiscal years, such as 1955. 

In the period July through December 1954, Small Business Ad- 
ministration representatives initiated small-business set-asides on 
1,532 proposed Government purchases involving an expenditure of 
$199 million. During the same period—July through December—of 
the current fiscal year, the agency’s staff members initiated 4,892 
proposed set-asides with a dollar value of $381 million. Thus, by 
comparison, the number of proposed set-asides increased by 219 per- 
cent, and the dollar value by 91 percent. 

Comparison of the same two periods also shows an increase in con- 
tract awards resulting from the set-aside program of 301 percent 
in number and 206 percent in dollar value. 

As compared with the first 6 months of fiscal year 1956, the number 
of purchases set aside for exclusive award to small firms during the 
first half of the current fiscal year increased 120 percent, and the 
dollar value of these set-aside purchases, 79 percent. Similarly, the 
number of contract awards resulting from the set-asides increased 69 
percent and the value of the awards 38 percent. 

The record is much the same in virtually all other areas of our pro- 
curement assistance program. For example, in the development of 
subcontracting opportunities for small firms, our contracts with prime 
contractors during the first half of this fiscal year increased 65 per- 
cent over the same period of fiscal 1956. At the same time, the agency 
made about twice as many referrals of subcontracting opportunities to 
small firms. 

The record also shows an increase of 85 percent in the number of 
firms helped by the Small Business Administration to bid on specific 
Government purchases; a 48-percent increase in the number of firms 
counseled on procurement problems, or helped to present grievances 
to procurement agencies; a 29-percent increase in applications to the 
agency for certificates of competency and a 37-percent increase in 
the number of certificates issued. 

These and similar increases in other areas of the procurement as- 
sistance program reflect both an increasing awareness of and demand 
for the agency’s services on the part of small firms, and growing 
effectiveness of our cooperative programs with the Government pro- 
curement agencies. 

During the calendar year 1956, the Small Business Administration, 
in cooperation with other Federal agencies and local business groups, 
cosponsored 20 business opportunity meetings for the benefit of 
small-business owners and managers. The direct purpose of these 
meetings is to acquaint small-business operators with Government pro- 
curement procedures and with services of the Small Business Admin- 
istration. The meetings are designed to tell small-business owners 
and managers how and what the Government and prime contractors 





SMALL BUSINESS ADMINISTRATION 11 


buy, and what they currently need. This is accomplished through 
talks by purchasing officials, visual displays, sample bid sets, and ex- 
hibits of articles bought by the Government and by prime contractors. 

More than 25,000 businessmen attended these meetings, and most of 
the comments the Agency has received from them and from the co- 
sponsoring groups have been to the effect that the meetings were 
mutually helpful, and they would like to see additional meetings 
arranged. 

The Agency has scheduled 3 business opportunity meetings to take 
place during the next couple of months and tentative plans call for 
3 additional meetings between now and the end of this fiscal year. 
Tentative plans also provide for approximately 40 business oppor- 
tunity meetings during the next fiscal year. 

The success of these meetings would not have been possible without 
the cooperation and assistance of the several Government procuring 
offices. I should like at this time to pay tribute to the Government 
departments and agencies that cooperated with the Small Business 
Administration in making these business opportunity meetings help- 
full to small firms. 

On January 1 of this year, I announced a new definition of small 
business for Government procurement purposes. This action was 
taken after full consultation with all of the Guveniniiee departments 
affected, and I can say, in good conscience, that I believe the new defi- 
nition to be the only change in more than a decade from the “rule of 
500.” Indications are that the definition has met with general ap- 
proval from the business community. Its effect on the small busi- 
nesses of the Nation will be closely observed by my staff. 

The Small Business Administration has long believed there is need 
for a comprehensive study of Government procurement policies and 
procedures. The agency therefore recommended to the President’s 
Cabinet Committee on Small Business that such a study be made. 
Subsequently, in its first progress report, the Cabinet Committee rec- 
ommended that “the President arrange for a comprehensive review of 
procurement policies and procedures of all departments and agencies, 
including the legislation pertaining thereto, with a view to facilitat- 
ing and extending the participation of small businesses in work on 
Government contracts.” 

The President assigned to the General Services Administration the 
responsibility for carrying out this recommendation. That agency 
in turn has established a task force composed of representatives of the 
principal procurement agencies. 

The Small Business Administration’s experience and views concern- 
ing procurement assistance programs and policies have been made 
available to this task force, and several of the agency’s staff members 
are participating closely in the work of the group and in the develop- 
ment of its recommendations. These staff members are serving as 
chairmen or members of task force subcommittees, as well as taking 
part in the overall work of the Committee. 

This Task Force for Review of Government Procurement Policies 
and Procedures issued its first summary report on March 1. 

In all likelihood one of the most comprehensive activities to be un- 
dertaken pursuant to the recommendations of the Cabinet Committee 
and one that will have widespread benefits to small business is this 
review of procurement policies and procedures. 
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May I make another interpolation that this, to me, is one of the most 
important developments in procurement activities in Government. I 
am convinced that it will result in great benefits for small business. 
Since you will hear testimony, as I understand, later in the week from 
the Administrator of General Services Administration, I will not go 
into the work of this task force, but I want to say that it has made 
progress. It is doing an excellent job. I, personally, expect great 
things from this review. 

In addition to financial assistance and help in obtaining Govern- 
ment contracts, many small-business concerns need and are asking for 
assistance in improving their management and technical know-how. 
The Small Business Administration ‘helps to fill this need through its 
management and technical assistance program, which is tied in closely 
with the procurement assistance operations I have just described. 

In order to aid small firms in improving their managerial techniques, 
the Small Business Administration cosponsors : administrative manage- 
ent courses with colleges and other interested organizations. These 
courses, usually conducted in the evening, are taught by business lead- 
ers and college teachers. The courses provide one possible answer to 
the basic need of most small-business operators for improved manage- 
ment skills. To date more than 6,000 business men and women have 
attended the courses, which have been held in cooperation with 89 
educational institutions and organizations. Tuition fees paid by the 
business owners and managers cover the expenses of the courses. 

In the Small Business Administration publications program the 
agency seeks to accomplish through the printed word the objective 
of providing small firms with information on sound production prac- 
tices and management methods and of helping them to overcome spe- 
cific problems. 

The agency publishes four series of management and technical pro- 
duction publications. Three of the series are short, practical leaflets, 
written chiefly by specialists in private industry who contribute the 
articles without any charge to the Government. 

The agency also ‘publishes a series of management booklets, written 
by specialists under contract, as well as bound copies of the earlier 
leaflets. These booklets are sold by the Government Printing Office 
at nominal prices. 

The Small Business Administration also has made available to 
small firms a United States Government Purchasing Directory, which 
is a guide to who buys what and where in the milits ary and Federal 
civilian agencies, and a United States Government Spec ifications Di- 
rectory, W vhich is a guide to sources of the specifications used by the 
Government in its purchasing. Businessmen and others have pur- 
chased more than 50,000 copies of these directories from the Govern- 
ment Printing Office. 

Another Small Business Administration service is help to small 
firms in gaining access to product research and development informa- 
tion avails ible fr om both Government and industry. The agency has 
two purposes here—to help small firms obtain data needed in solving 
problems relating to specific products and processes, and to provide 
them information on available products and processes that can be 
used to maintain, , diversity or expand their operations. 

As a part of this service the Small Business Administration pub- 
lishes each month a circular which lists privately owned and Govern- 
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ment-owned inventions available for license or sale to small firms. 
This Products List Circular makes available to small business firms 
information on new products and processes that can be used by small 
plants having open capacity or seeking to diversify their business 
operations. ‘Also published in the Products List Circular have been 
the titles and patents released by the Department of Justice in con- 
nection with provisions of judgment in antitrust cases. 

Through calendar year 1956, the agency had aided more than 
13,500 small business concerns in the solution of problems pertaining 
to new products and processes or improving present products. In 
addition, sippeouimately 3,200 requests for additional data on inven- 
tions listed in the Products List Circular were received by the agency. 

Those are the high points of the progress the Small Business Ad- 
ministration has made in each of its programs of assistance to small- 
business concerns. 

I appreciate the opportunity to appear before this committee and 
I will be glad to answer questions or supply any additional information 
the members may desire. 

Mr. Muurer. Thank you, Mr. Barnes. 

Before asking the members to address any questions to you, may 
I suggest that we were hopeful that you would come forward with 
some recommendations as to what, if anything, should be done with 
the existing statute as it applies to your agency. 

Have you any suggestions or recommendations as to what should be 
done with that statute ¢ 

Mr. Barnes. I am very hopeful, Mr. Chairman, that the legislative 
proposals will be cleared and made available and ready for introduc- 
tion before this committee has finished its study this week. 

Mr. Rreutman. May | ask at this point 

Mr. Mutrer. Surely. 

Mr. Rreutman. Could you tell the committee, Mr. Barnes, whether 
or not there will be a recommendation for a continuation? Do you 
have any knowledge whether there will be a recommendation for con- 
tinuation of the Small Business Administration on a permanent basis, 
or whether we are going to have a recommendation for a 2-year 
extension ¢ 

Mr. Barnes. Yes, sir, Mr. Chairman and the committee, I know you 
will be glad to know that I am authorized to say that the Adminis- 
tration proposes no objection if this committee, as a result of its 
studies, recommends, and the Congress determines that the agency 
should be extended on a permanent basis. 

Mr. RrenuMan. May | ask this other question ? 

Mr. Murer. Go right ahead. 

Mr. RreximMan. Do | understand that that is the Administration’s 
position ¢ 

Mr. Barnes. Yes, sir; speaking for the Administration. 

Mr. See.y-Brown. To make it perfectly clear, if the gentleman wi!l 
yield, it is my understanding that you, yourself, and the Administra- 
tion would have no objection to this committee recommending and 
the Congress enacting into law legislation which would make this 
agency a permanent agency of the Government. 

Mr. Barnes. That 1s correct, sir. 

Mr. Serty-Brown. That is good news. 
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Mr. Mutrer. I assume that your legislative proposals are not ready 
to submit because they must be cleared by the Budget Bureau ? 

Mr. Barnes. Yes, sir; and there are a number of ‘technical changes 
affecting other departments and we will at the time they are cleared 
submit them through proper channels with a thorough analysis of 
the reasons behind each recommended technical change. 

Mr. Mutter. Mr. Riehlman. 

Mr. Rrentman. I think probably it is clarified, Mr. Chairman. I 
will not ask any more questions at this time. 

Mr. Mutter. Mr. Evins. 

Mr. Evins. Mr. Chairman, I would just like to make an observation. 

I think it is apparent from hearing Mr. Barnes’ statement that the 
agency has grown; it has expanded, like bureaus grow and expand. 
I am not critical of it. I rather applaud the fact that the agency has 
seen fit to grow somewhat like Topsy, and the various activities and | 
programs. 

I think it is also apparent from the fact that the agency has grown 
that it is certainly essential and necessary that it be ‘continued and I 
am glad to hear the statement of Mr. Barnes that recommendation will 
be made that the agency shall be permanent. 

In the past, Small Business Administration, the War Plants Ad- 
ministration and others, have been on a temporary basis. A number 
of members of this committee have been striving for several years 
to endeavor to secure legislation which was workable and which 
was effective and put the agency on a permanent basis. 

I, for one, envison broadened concepts for this agency, that it might 
ultimately become a little RFC. TI think the statement of Mr. Barnes 
would indicate the various activities in which it has grown and the 
request for additional funds from the Appropriations Committee, 
and the widespread public acceptance and the increasing knowledge 
that would all tend, Mr. Chairman, in that direction. 

I do have some questions, Mr. Chairman, if I might, other than an 
observation. 

Mr. Mutter. You may proceed, Mr. Evins. 

Mr. Evins. Just marking in some of the statements of Mr. Barnes 
as he went along here, I note he mentioned his various activities with 
the different departments of Government: the Federal Trade Com- 
mission, the Department of Agriculture, the International Coopera- 
tion Administration. I just wonder what you are doing in the field 
of the International Cooperation Administration. 

Mr. Barnes. Of course, the International Cooperation Adminis- 
tration has a program whereby they furnish to small firms data on 
what foreign governments are seeking to buy or procure in this coun- 
try, and we have been for several years receiving that data, working 
with them to see that it is distributed to all of our field offices, because 
this is a real business opportunity. This is a chance for small firms 
to sell, perhaps, a large order to a foreign government or to a foreign 
firm seeking to purchase something in this countr y. 

However, in addition, it was our feeling that there were many op- 
portunities in foreign trade of which small firms were not taking ad- 
vantage. 

Mr. Evrns. In other words, your agency has found a source of a 
possible market for American products which heretofore they were 
not aware of, in making that information available to them. 
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Mr. Barnes. In essence that, but more generally this: What we 
have tried to do is simplify and get in one place some information on 
how to do business in foreign trade, some of the advantages of it. 
There are tax advantages. There are ways and means that are open 
to small firms through the Webb-Pomerene Act, through the West- 
ern Hemisphere Corporation Act. 

Mr. Evins. Is that information obtained largely from the Depart- 
ment of Commerce sources, or from where it is acquired ? 

Mr. Barnes. No, sir; the Department of Commerce has, of course, 
a large operation in the foreign trade field and has the information on 
specific subjects dealing with foreign trade. But the matters to which 
I refer are—for instance, the Webb-Pomerene Act is in the Federal 
Trade Commission. 

The Western Hemisphere Corporation is in the Bureau of Internal 
Revenue. 

In no one place that I know of was information on these various 
techniques of engaging in foreign trade collected and explained in a 
simple manner that a businessman could understand. 

Having read it, he would then, thereafter, deal with the Department 
of Commerce as to his particular business. 

Mr. Evrns. Could you give the committee concrete evidence of what 
results have come from it, as far as obtaining business for small busi- 
ness in this field ? 

Mr Barnes. We could assemble information as to what. has come 
from the International Cooperation Agency in the form of purchases 
or information on purchases. I am not sure but what the staff already 
gets those releases, however. 

Mr. Evins. In other words, you supply business with the informa- 
tion, but you do not know the results. 

Mr. Barnes. Yes. 

Mr. Evins. Now, Mr. Barnes, concerning the Fish and Wildlife 
Service of the Department of the Interior, has it been my information 
that the policy did not allow or approve loans of a recreational na- 
ture; that is, if they bordered on a recreational nature, they would 
not be approved? Does this mean that you are broadening the loan 

olicy now that loans might be made to fishing docks and recreational 
acilities in the wildlife area ? 

Mr. Barnes. The overall policy is still in existence about recreation 
as such; but in the examination of certain specific areas it has been 
determined that this general rule does not preclude the particular 
business or industry from seeking a loan. This has been determined 
in several areas such as certain types of hotels where the hotel is 
actually a business, and operating all year, or most of the year; the 
ruling has been made in connection with the licensees or concession- 
aires in public parks and in certain other specific businesses. 

Now, with fisheries the problem is a different one. We have made 
loans to businesses where it was pretty clear that a business was actu- 
ally being conducted, not just a recreational service. But the fisheries 
loan program relates to, first, men that are in the fishing trade, who 
have boats and go off on extended trips, and it is not a recreational 
thing at all. It is a business. 

Mr. Evrns. Certainly the shrimp business in New Orleans and the 
fishery business in the East and the West is a small business and it 
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is a very vital segment of business, but I wonder if ogalty of the 
Administration was to make loans in the recreational field 

You say you are cooperating with the loan policy of the Fish and 
Wildlife Service of the Department of the Interior. 

Mr. Barnes. That is a specific law that authorizes the Fish and 
Wildlife Service to make certain types of loans. 

Mr. Evins. Now, Mr. Barnes, another agency you mentioned co- 
operating with is the Department of Health, Education, and Welfare 
and with representatives of the American Medical Association. 

Now, what does the American Medical Association recommend with 
respect to loans for small business? I have never known of them 
recommending any loans to small business—the American Medical 
Association. 

Mr. Barnes. Out of these conferences were developed our policies 
for making loans to privately owned hospitals, nursing homes, and 
clinics that were operated for profit. 

We received applications from several parts of the country in which 
there was a nursing home, the owner of a nursing home or convales- 
cent home, seeking to expand it or seeking to refinance it or to improve 
its service to the public in some way and improve its facilities. 

As you know, there is the Hill-Burton Act which provides funds 
for hospitals that are public in nature. 

Mr. Evins. On a matching-fund basis for the construction of the 
hospital. 

Mr. Barnes. Yes, sir; but after thorough examination we were 
convinced that the owner of a small hospital—that is privately owned 
hospitals and the owners of nursing homes and convalescent homes 
were in a business like any other business, more like a motel, really, 
or hotel business than anything else, and so we felt that in all justice 
to them, since they were not, in many instances, eligible for Hill- 
Burton funds, that we should make loans to them. 

Mr. Srevy-Brown. Will Mr. Evins yield at that point? 

Isn’t it fair to state that many of these private nursing homes carry, 
in fact, a large number of, if you will, State patients, or patients for 
whom the various States help provide the money to keep the patient 
in the home and it was actually cheaper to have the Small Business 
Administration make a loan to the nursing home directly, rather 
than to have that nursing home go to the State for help and have 
the State then in turn go to the Federal Government for help? 

Mr. Barnes. Yes, sir; and of course these are loans. The other is 
a grant program. 

Mr. Srety-Brown. Exactly. 

Mr. Barnes. This will be repair and there is no burden on the public 
if the loans are repaid. 

Mr. Srety-Brown. In other words, it is enabling a private nursing 
home to accept to a larger degree than was normally possible a public 

responsibility in helping care for the sick patients. 

Mr. Barnes. I think it is fair to state that many people that have 
participated in developing this program, and may I say that the 
American Medical Association was very helpful in helping us arrive 
at criteria that would enable us to make safe loans. 

As you know, some of these homes were marginal and we do not 
have the technical knowledge that is available from these other asso- 
ciations, and it is the feeling of many who have worked with this 
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program that by improving the standards and the facilities that are 
available to the public from these private nursing homes and con- 
valescent homes, that it will be possible to reduce the cost of medical 
care substantially. This for the reason that operative patients, or 
the chronic patients who do not have something severely wrong with 
them can be moved out into these homes operated for profit where the 
daily charge is substantially less than the big hospitals, where they 
must have so much other equipment and where there is a large charity 
load. 

[ fee] that this is one of the important things that we have done this 
year in developing a program of this sort. 

May I say that there are applications coming in from all over the 
country which bear out the interest in it. 

Mr. Evins. With the rates which the doctors charge and the suc- 
cess which they are having, I should think that private capital and 
credit would be available to them. I should not oppose it but I was 
inquiring into your activities in that field. 

Mr. Barnes. We do not make the loan unless we are convinced 
that there is no private source of funds available. 

Mr. Moutrer. I was going to interrupt just long enough to ask Mr. 
Barnes to invite the other members of his staff to join him at the 
table so that they can be of help to him from time to time if he 
desires to turn to any of them for answers to any specific questions 
that they can fill in on. 

Now, Mr. Evins. 

Mr. Evrns. I yield to Mr. Hill. 

Mr. Hiri. Thank you, Mr. Evins. It is necessary that I go to an- 
other meeting, but before I leave I want to say, first of all, how de- 
lighted I am that this administration has come to the same conclusion 
that we have had all along in this committee of ours, that the Small 
Business Administration should be made a permanent organization. 

I think of two points I should mention at this time. One is that 
with a permanent agency it will afford an opportunity for the Small 
Business Administration to attract qualified small-business personnel 
throughout the entire United States which will be efficient in han- 
dling every type loan application. 

Second, I am certain when the Small Business Administration be- 
comes a permanent agency, which I hope will not be too difficult an 
accomplishment, that you will be able to work out a better, and I 
should say more efficient, operation in an active and a direct manner, 
and with the full cooperation of our local financial institutions. 

Now, I frankly confess that the banking institutions of this coun- 
try are not too interested in tying into a loan proposition when the 
organization directing the lending activities is a temporary agency of 
the Government. 

I hope everyone understands that has been one of the difficulties 
under which you have labored since the establishment of the Small 
Business Administration. 

Those are the two things, Mr. Evins, that I wanted to mention 
before I left for my other meeting. Thank you very much. 

Mr. Mourer. Thank you, Mr. Hill. 

Mr. Evins. 

Mr. Evrns. Mr. Chairman, you state, Mr. Barnes, that the Budget 
Bureau is in effect supervising the type of reports that you give to 
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small business, or acquire from them. Just what does the Budget 
Bureau do in that area ? 

Mr. Barnes. The committee recommended and the Small Business 
Administration itself has pointed out several times that one of the 
problems of the small-business man is the number and the quantity 
and the length of reports he must make to Government agencies. 

The Cabinet Committee recommended that whatever could be done 
to cut down the number of reports and their length, that that be done, 
be underaken through a study. 

The Bureau of the Budget was assigned the task of making that 
study. They deal not with the reports that we require but with re- 
ports that all Government agencies require. 

Mr. Evins. To simplify the questionnaires and the forms and re- 
ports that small business have to fill in and supply the Government. 

Mr. Barnss. Yes, sir. 

Mr. Evins. Mr. Barnes, on page 6 you state that the policy is being 
amended to extend loan eligibility to certain other types of firms pre- 
viously excluded from the loan program. That borders on what I 
touched on a while ago, about recreational loans being included. 

What types of loan are being approved now under your loan policy 
that were not approved previously? Theaters, you mention. 

Mr. Barnes. Yes. Four-wall theaters, privately owned hospitals 
and nursing homes, trade and business schools, and then we have de- 
veloped a number of, in effect, special programs to meet particular 
situations such as the trucking firms and the loans to corn packers and 
to others. 

Mr. Evtns. When you include theaters in the category for loans, 
then you have broadened the policy for recreational things. It is a 
business; certainly a theater is a business, a very vital and important 
business, but it is of a recreational nature. Your loan policy now 
would provide loans for recreation and amusement and entertainment. 

Mr. Barnes. To that extent, yes, and a while ago I said there had 
been some exceptions to that rule. What we are trying to do, what the 
Loan Policy Board is doing, after careful analysis of congressional 
debate on this subject, and the statutes and everything, the Loan Pol- 
icy Board’s function as we see it is in effect to determine the area in 
which there is public interest in making a loan. 

Now, this may include certain types of recreation, may exclude 
other types. It is a matter of opinion, but if you would like to be 
supplied with the legal opinion, it is a matter of opinion as to what 
the public has an interest in. 

But this is a function that has been delegated by the Congress to 
the Loan Policy Board. 

In each of these decisions that is in effect what they are doing—— 

Mr. Evtns. How many times a year, Mr. Barnes, does the Loan Pol- 
icy Board meet, approximately ? 

Mr. Barnes. We meet at least once a month and we meet oftener, 
if there is business to justify it, and there may be informal consulta- 
tions by phone or otherwise. 

Mr. Evry. Do Mr. Humphrey and Mr. Weeks attend these meet- 
ings, or are they attended by their designees ? 

Mr. Barnes. Their designees are Mr. Fritz Mueller, of the Depart- 
ment of Commerce, Assistant Secretary for Domestic Affairs; and 
Mr. Laurence Robbins, Assistant Secretary of the Treasury. 
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Mr. Weeks and Mr. Humphrey attend whenever there may be 
reason. They aiso consult by phone whenever the occasion arises and 
I have not hesitated te consult with them directly. 

Mr. Evins. Shall I proceed, Mr. Multer? 

Mr. Mutrer. Surely. 

Mr. Evins. I notice on page 10, Mr. Barnes, regarding losses, you 
indicate—what is it, $5,153,918 in losses on 153 loans? Have you 
written them off as uncollectible? 

Mr. Barnes. No, sir. 

Mr. Evins. I was going to ask you just what the agency is doing in 
the area of—I see the figure $70,000 in principal oe of business 
loans have been charged off. Besides the $70,000, could you give us 
the current figure of in arrears 60 days or more? 

Mr. Barnes. That is contained right in that paragraph. 

There are loans that are delinquent, loans that are in liquidation, 
and loans that have been charged off. 

As to the loans that are datiainuets, there may be nothing seriously 
wrong with them. It may be for one reason or another one has had 
to miss a payment; for example, perhaps he was engaging in construc- 
tion and did not get the building finished in time and he started out 
in arrears of a month or so. We do not think that there will be losses 
with most of the ones that are merely delinquent. 

The ones that. are in liquidation are the ones in which there prob- 
ably has been definite legal action taken, mortgage foreclosure has 
been filed, etc. 

Mr. Evins. This $70,000 has been written off as uncollectible, is that 
the last year or the past 2 years? 

Mr. Barnes. Since we started, down to date. 

Mr. Evins. What procedure, just for the information of the com- 
mittee, does the Administration go through in the collection of a loan 
that appears uncollectible? What are the mechanics? Is the United 
States district attorney employed ? 

Mr. Barnes. First, if the payment is not received on the day it is 
due, a notification goes out to the borrower. That is by tickler system. 
That is followed at regular intervals of 5 or 10 days. Then if there 
is no response or not an adequate explanation, and all collection efforts 
fail, we would take appropriate legal action. 

That is done by referring it from our office to the Federal district 
attorney in the area where the borrower lives. Thereafter, collection 
procedures are in his hands. We supply the technical information 
he needs and consult with him, of course, through counsel stationed 
at our own regional offices, but the responsibility is with the Depart- 
ment of Justice. 

Mr. Evrns. I have been interested in your set-aside program and 
your procurement program and I made some notes here. 

We, sometimes, on the committee—like they say on television—like 
to get the answers; we don’t always applaud the good; we question 
the others. 

I have appreciated your statement. Thank you, Mr. Chairman. 

Mr. Motrer. Thank you, Mr. Evins. 

Mr. Srety-Brown. I have quite a few questions, Mr. Chairman, 
but the first question that I would like to ask would be: Could you, 
Mr. Barnes, describe the collateral requirements when the small- 
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business man wants to make a loan? I have had a great many firms 
who have wanted to apply for loans question me about that. 

Mr. Barnes. There is, in our regular business loan—there is a 
distinction between our collateral requirements required for our regu- 
lar business loans, or disaster loans, and our limited-loan participa- 
tion plan. 

First, in connection with the business loans, when a borrower 
makes application, he lists the collateral he offers which may be fixed 
assets, securities, cash value of life insurance, even guaranties by 
others, in which case a personal financial statement is requested from 
the proposed endorser. 

Now, he is asked to set up some values of his own, such as his cost 
value of the collateral offered, the book value, and ‘appraised value 
which would be a current or replacement value. At least those three 
are requested to be furnished from the borrower. 

Mr. See.ty-Brown. Are your collateral requirements in a business 
loan any different from those of a bank? 

Mr. Barnes. Yes, in this sense, that we may take a second mort- 
gage, for instance, on realty which banks cannot. 

ut what you are doing here is establishing the value of collateral. 
No matter whether the Government does it or a bank does it, there 
are just certain routes which you have to follow to arrive at "value. 
The value that, of course, is of most importance to a lender is the 
liquidating value—what the property would sell at if it was sold at a 
forced sale. 

Our loans usually have—are supported by collateral to roughly 100 
percent of the value of the loan, using the liquidating value. 

However, the law reads that it must be either so sound or so secured 
as to give reasonable assurance of repayment. 

If the collateral was thin—this is a matter of opinion or judg- 
ment—and if there was reasonable security offered, a good earnings 
record might offset our doubts or the doubts of any lender about the 
collateral. 

This is the policy we follow in connection with regular business 
loans. 

Mr. Srrty-Brown. May I stop there just a minute? I do not mean 
to belabor the point but this is the kind of question that is asked me 
frequently when I am in the field. 

Let us assume that I have a salary which is reasonably secure from 
another activity. An opportunity presents itself whereby I may start 
a brandnew business, starting from scratch. 

Can you consider the salary which I am receiving in this other 
activity? Can you consider that figure when I apply for a loan to 
start a concern in a completely different area or activity than that 
from which I am eens drawing a salary ¢ 

Mr. Barnes. Not if you are going to continue in the other activity. 

Mr. SEEty- Brown. What if the business opportunity is such that I 
can do both ? 

Mr. Barnes. Well, yes; we could consider it a salary as an element 
ofa loan, particularly in a small loan. 

Mr. eee That is what I meant. 

Mr. Barnes. It would not be of such consequence in a larger Joan, 
but in that cade; we would want to know all about your insurance. 
We would want to know that if you were unable to continue the 
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pean service from which you earn your salary that there would 
e something to take its place. 

Mr. Sreety-Brown. 1 am more concerned about the very small 
business loan than I am about the other ones because I believe we have 
discussed the latter in some detail. 

Mr. Barnes. That type of thing usually comes up more frequently 
in the limited loan because it is also a very small business man—a man 
with a very small business—that is in the retail trades or service 
trades, and has little collateral beyond his inventory and his fixtures, 
and in many jurisdictions it is impossible to get a satisfactory lien 
on those. So that he has difficulty borrowing sometimes as much as 
he needs. 

By having the banks in with us who know the man’s background, 
his character, the collateral he does have to offer, better, and what 
his market is locally, we are able to make some of those loans that 
we would not if we used the same principles that we use on the regular 
business loans. 

We let the bank work out of the collateral elements of the loan and 
generally speaking go along with the bank. 

Of course, we reserve the right to differ with them. We look at 
each one, and so forth. But the bank makes the proposal and sees 
that the loan is secured. 

We think that we are acting in accordance with the Congress’ 
intent if we say that in these situations which are small but which 
take a lot of Government personnel to look into each one of those 
loans, the collateral situation in each loan, that in these cases we can 
take a good bank’s judgment on the collateral and that is sufficient 
evidence for us of the soundness and security of the loan. 

Mr. Srery-Brown. Now, sir, I would like to ask some detailed 
questions with regard to your testimony. 

Would you start on page 2 of your testimony ? 

Mr. Mutter. It is the judgment of the committee that we will 
probably require Mr. Barnes’ attendance for the rest of the day here, 
except for the recess, if that is convenient to him. I would like to 
advise Mr. Robbins of the Department of the Treasury and Mr. 
Mueller of the Department of Commerce, I should say Secretary 
Robbins and Secretary Mueller of those two Departments, that while 
we are very happy to have them stay as long as they like, it would 
appear that we will not be able to reach them today so they may leave 
any time they see fit. I think we can then start with them tomorrow 
morning at 10 o’clock. I hope we will be able to finish with Mr. 
Barnes today. 

Mr. Rreniman. Mr. Barnes, I wonder if you would make it a little 
bit more clear to the committee whether or not in the participating 
loans particularly, you rely to a great degree upon the information 
that the bank has in respect to the individuals requesting the loan? 
Or do you have to send your financial specialists into the field and 
restudy the case before you come to a decision ? 

Mr. Barnes. In the limited-loan participation plan loans we place 
great reliance on the bank’s analysis of the collateral. 

Mr. Rreximan. On the limited participation loan ? 

Mr. Barnes. Yes, sir. In the other ones likewise the bank usually 
furnishes us an appraisal of the collateral and credit information 
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about the borrower with whom they have been doing business for a 
long time. 

Then we rely on that. We do not have to get it from other sources. 

We do get a Dun & Bradstreet report. In some instances in the 
business loans, the regular business loans, the bank does not furnish 
an appraisal. In those cases, either the borrower furnishes his own 
appraisal or we ourselves make the appraisal or make or check the 
appraisal that is furnished. I mean, take a spot check and analyze 
some of it. 

So that my answer would be, yes, we do place great reliance on the 
banks in all participating loans. It obviates much work on our part 
by the credit information that they furnish. 

Mr. Rrenuman. That is the point I wanted to make because Mr. 
Seely-Brown was inquiring into that field with respect to policy of 
loans and the collateral that is needed and so forth. 

It seems to me that if a greater interest on the part of the banks 
could be created in this field, it would be a tremendous saving in work 
hours and cost to the Small Business Administration in accepting 
their information. The banking institutions in any locality probably 
have a better knowledge of the business people there than any outside 
financial specialist coming in. 

I would like to ask just one other question along that line. What 
activity in SBA is being carried on to create a greater interest on the 
part of banks to participate in these loans? 

Mr. Barnes. Let me start by saying that during this fiscal year 
banks have participated in 72 percent of our loans which is a very 
high figure and I did not expect it to ever get that high. I am de- 
lighted that it is. We will continue to increase it. 

As to our activities, of course, our individual staff members, both 
our regional directors and people from the Washington office, attend 
bankers’ meetings. Our field people call on banks not to solicit loans 
but to explain to the banker what our program is and how it func- 
tions and to discuss particular loans the bank may have forwarded 
to us, 

In addition, we have written articles for, I think, every bankers’ 
magazine and publication in the country at various times. 

In our disaster-loan program, we have worked out through the 
American Bankers Association, and the various State banking asso- 
ciations, a provision to actually use the bankers in the program as a 
public service. 

The State banking associations recruit younger bankers who are 
made available by their bank to work for a period of 3 weeks or more 
when we have an area that has been hit by a disaster and these activi- 
ties unquestionably result in the men that work with us becoming very 
familiar with our programs and being able in the future to advise 
their customers and their own banks on the services that are avail- 
able from SBA. 

Mr. Rrexniman. [ want to make this other comment, Mr. Barnes, 
I had the opportunity this past summer to visit many of the regional 
and district offices throughout the United States. 

I did find this: in the smaller communities where the smaller bank- 
ing institutions were located there was a greater interest among 
smaller banks to participate than among larger banks to participate. 








SMALL BUSINESS ADMINISTRATION 23 


Is that true in the larger regional offices, such as Los Angeles, Calif., 
or San Francisco? 

What has been your experience there with those large banks? 

Mr. Barnes. That is true, but I am wondering if it would not be 
true by the very nature of the situation. The large metropolitan 
banks have a larger lending limit and have larger resources from 
which to loan to their customers. And it is the banks in the smaller 
communities that are more likely to be restricted by reason of their 
loan limits in meeting the needs of their customers and if their corre- 
spondents do not happen to have funds available to participate with 
Sloe this results in more applications from the smaller banks. 

This is true in the Los Angeles area. Most of our loans in the Los 
Angeles area are direct loans. 

Mr. Rrenuman. Is it not true, though, that there is a need and 
requests for loans from a large number of small businesses in the large 
metropolitan areas as well as there are in the rural areas? 

Mr. Barnes. Yes, but I also think it is true that the banks them- 
selves are taking care of most of their customers. It is the more mar- 
ginal situations that come to us. I do not find any—in fact, I find 
an increasing willingness to participate on the part of banks in the 
metropolitan area in the past 6 months. There have been any number 
of participation loans with larger banks. 

Mr. Rrenitman. Do you have an idea of the percentage of participa- 
tion loans that have been turned down by the Administration ? 

Mr. Barnes. Yes, sir. If you would like—— 

Mr. Rreutman. You may supply it for the record if you wish. 

Mr. Barnes. I have it. 

About a third of the participation loan applications have been de- 
clined as compared with about 70 percent of the direct loan applica- 
tions. 

Mr. Rrentman. About a third. Is that because of the lack of per- 
centage of participation on the part of the local institution or is it 
because of the pure nature of the loan? 

Mr. Barnes. It is for a variety of reasons. We look at each loan 
situation on its merits. Sometimes we find that the loan application 
as submitted provides for a decrease in the exposure of the bank in 
which case we are not as inclined to approve the loan unless there are 
other elements present as we are when the bank is increasing its par- 
ticipation or at least sustaining its position in the loan. 

In other words, I do not think that our function is to bail a bank out 
of a bad loan. 

Mr. Rreniman. That is exactly the point that I wanted to arrive 
at: Whether or not in some of these one-third 

Mr. Barnes. I am reluctant to say, Mr. Riehlman, that all of the 
participation loans we have declined were bail-out loans. That is not 
true. 

Mr. Riructman. I understand that but certainly some percentage 
would be in that group. 

One other question, then I will yield back to you. 

What percentage of the loans, or how many of the loans that are 
tested, seasoned loans, have been turned over to the banks entirely? 

Mr. Barnes. We have sold about, I think it is, about 58 loans back 
to the banks. 











24 SMALL BUSINESS ADMINISTRATION 


Mr. Rrexwtman. In what amount? 

Mr. Barnes. The total amount of the loans involved is $3,045,300. 
The amount banks actually paid out in cash or canceled our partici- 
pation agreements is $1,748,886.40. 

Mr. RreeuMan. That, if I can use the term, bails SBA completely 
out; no loss, no discount ? 

Mr. Moutrer. They were sold without recourse ? 

Mr. Barnes. That is right. 

Mr. Mutter. And at par? 

Mr. Barnes. Yes. 

Mr. Rrextman. I will turn it back to you, Mr. Seely-Brown. 

Mr. Seery-Brown. I have quite a few detailed questions, Mr. 
Barnes, but since we are on the loan program I will take up the ques 
tions regarding the loans first. 

On page 7 of your report, sir, in paragraph 5, it is stated that the 
regional directors have been authorized to approve all loans up to 
$15,000 or 75 percent, whichever is less, under the limited-loan partici- 
pation plan. 

Also, other types of loans through $20,000 in business loans to 
$100,000 where there is at least 25 percent bank participation. 

I would really like to ask 3 questions and maybe you could answer 
all 3 together. 

My first question is this: Does this mean also that the regional 
directors have the authority to decline any of the loans which you 
have noted? If a regional director declines a loan, does the applicant 
have the right of review by the Washington office? And is the pres- 
sure of work because of the increase in applications causing more 
loans to be declined, possibly due to hasty or, should I say, inadequate 
consideration—I do not mean in a critical sense, but just because of 
the workload involved ¢ 

Mr. Barnes. I don’t think the latter is true at all. The regional 
director is authorized to decline a loan where he and the chief finan- 
cial specialist and the financial specialist that made the examination, 
the original analysis of the file, are all in agreement that the loan does 
not have any credit element, does not meet our credit criteria. 

Now, this means that it is possible, where you have a larger number 
of loans than we have at present, to make this review on a verbal basis 
without writing lengthy, time-consuming reports, The same con- 
sideration is given to the loan as if the report was written. They enter 
a memorandum in their files so they have full information on it. It 

really tends to save the borrower expense and time and give him a 
wwaiela answer. 

If he does not agree, he can resubmit his application and state his 
grounds for his disagreement with the reasons we have given for 
declining the loan, because we in each case actually set out the reasons 
and frequently, in a verbal conversation, will indicate to him what 
he would have to do, what changes would have to be made in the facts 
to present a situation which could be acted on favorably. 

All right. If on his second submission any one of those 3 men 
believe that he has met the answer—I mean he has met our objec- 
tion—then the loan has to come in to Washington even if the other 2 
disagree, It has to come in and be reviewed. 
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If they do not, if there is an absolute decline and the borrower pro- 
tests and believes that it has not been properly considered, the regional 
offices can and do submit it on through their own initiative. 

Mr. Srety-Brown. Can the applicant require that himself ? 

Mr. Barnes. If he requested it and had some reason behind it, yes, 
he could. We don’t set this up formally in the procedure, or every 
loan would come in. It would not do any good to have that delegation. 

We have always been willing to reconsider on any decision we have 
made and listen to the borrower in his arguments, or as additional 
facts were submitted, and I think there have been few complaints, none 
that I can think of, that we have been unwilling to continue to con- 
sider the problem of the borrower. 

Mr. Srrety-Brown. I am sure that is so, sir, and I just wanted to 
make it a part of the record to indicate that you have bent over back- 
wards to try to work out the answer to the declined loan. 

Now, if we could go back to page 4, please, where we get into the 
field of procurement, and on paragraph 6 of page 4, with respect 
to recommendation 6 of the Cabinet Committee, has the Department 
of Defense to your knowledge made it easier for small prime con- 
tractors to secure progress payments ? 

Mr. Barnes. A regulation was adopted by the Department of 
Defense before, prior to Christmas, I think along in December, re- 
iterating and stating their policy, their avowed policy on progress 
payments. 

As far as I know myself, I have no knowledge that that has 
been implemented yet in the field offices, that there has been a dis- 
tribution and a direction that has gone to their officers in the field. 

However, we have had a number of cases since the announcement 
of that policy and involving each of the three services where a 
businessman was seeking a progress payment in connection with a 
contract, either one that was already in existence or one that he was 
about to enter. 

In each instance the service has acted promptly and has solved 
the problem to our complete satisfaction, and I think to the satisfac- 
tion of the borrower. 

I have here a letter which I would like to read into the record at 
this point. It is from a small-business man who had a loan with us 
because prior, at the time he entered his contract, he could not get 
a progress payment and in the last few months it was possible to get 
a progress payment. 

The particular service he was dealing with amended their con- 
tracts and made provision for him to have one and it was then unnec- 
essary for him to have the SBA loan and he paid the SBA loan off. 

Mr. Srrety-Brown. May I make a suggestion, Mr. Barnes? I 
would think in all fairness to the man who signed the letter, that his 
name should not be included. It occurs to me that, after all, it is a 
private transaction in which he has entered. I think the committee 
wants to know that it is working but by the same token the man 
who wrote the letter might have a question as to whether he would 
want his name 

Mr. Barnes. I will omit his name and the letterhead. 

He says: 





You will recall that your office approved a loan to us during the early sum- 
mer last year in the amount of $160,000 with which we were to perform on a 
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contract with the Transportation Corps of the United States Army for 4,501 
shipping containers. 

Before the loan was disbursed, I discovered discrepancies in our business 
which I felt made it mandatory that your Agency know about before pro- 
ceeding. We laid the facts before the Citizens Bank here in (city omitted) 
and also before you in (city omitted). Both of you agreed to disburse the 
loan in spite of the difficulties pointed out. 

We have not gotten into production on the contract and I am happy to 
advise and I hope that you will so advise Mr. Hollingsworth that on last 
Saturday I gave the Citizens Bank a check in full settlement for the loan 
in question. 

The funds with which to make this repayment were obtained from the 
Transportation Corps in the form of a progress payment on the contract. 

In a visit to Washington last fall I called upon Mr. W. Norbert Engles, 
Deputy Administrator, Small Business Administration, and Mr. J. R. Keener 
of the Washington office, who you will recall was in the blank agency at the 
time of our visit about disbursement, and it was suggested by them that I seek 
a progress payment or advance payment from the contracting officer. 

Mr. Engles pointed out the recommendation of the Cabinet Small Business 
Committee and the Presidential directive asking the various Government depart- 
ments to improve their methods with respect to progress payments. 

I made application to the contracting officer on October 15, 1956, and did not 
get final approval until March 1, 1957, and that after numerous conferences and 
urg-nt requests therefor. 

In the final analysis I was also required to take a unit price reduction in 
the amount of 52 cents for the privilege of receiving progress payments. 

It will greatly facilitate our performance, however, and will in the end be less 
costly than the SBA loan. 

I have taken the liberty to advise you at length on this because I feel that 
it is sych a clear-cut case of assistance rendered by your agency. 

But for you (sic) agreement in the first place to grant the loan, I am sure 
we would never have been awarded the contract. That on account of our 
financial condition. 

I feel further that but for Mr. Engles’ and Mr. Keener’s suggestion about the 
progress payment that we would never have obtained that. 

I should also like to point out that in subsequent invitations for bids on the 
same item a section has been included providing for progress payments. That 
was not in the invitation which we answered. 

We are willing to go on record and say that without the assistance of your 
office and the Small Business Administration, we are most fearful that we 
might not now be in business. 

May I, therefore, on behalf of our board of directors and officials express 
to you, and throngh you, our sincere appreciation and thanks for the consid- 
eration you have shown us. 


Mr. Seety-Brown. Continuing my question, particularly as it re- 
gards the Department of Defense, on page 13, in paragraph 2, you 
talk about the increased emphasis by the Small Business Adminis- 
tration on developing subcontracting opportunities for small firms. 

I wonder if you would care to comment as to what effect the weapons 
system concept has had on this program ? 

Mr. Barnes. I was particularly referring, in my testimony, to a 
subcontracting program which has been inaugurated by the Depart- 
ment of Defense in its services with their major prime contractors. 
[ think some 400 of their major prime contractors have voluntarily 
agreed to this subcontracting program and I think perhaps provi- 
sions for it have been inserted in some of their contracts. 

I also referred to the fact that we had stepped up the number of 
calls that we had made on prime contractors and the number of re- 
ferral of businessmen to prime contractors. 

Mr. Seety-Brown. Are you not caught in the middle of a squeeze, 
actually? On the one hand the Department of Defense is trying to 
help you with subcontracting, but actually is not the whole weapons 
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system concept by its very nature working in just the reverse direc- 
tion ¢ 

Mr. Barnes. Well, to conclude my previous point, the exact sta- 
tistics as to this I do not believe are available. I think they will be 
available soon. For all I know, the representatives of the service, 
when they appear before this committee, may very definitely have 
testimony to offer on this point. 

On the point of the weapons system, I think that we testified before 
this, on this general subject, before a subcommittee of the Senate 
Small Business Committee. I would like to answer here the same 
way the Agency did there and will offer the same testimony either by 
reading it or offering it into the record. 

Mr. Muurer. Whichever you prefer. 

We will receive it for the record, Mr. Barnes. 

(The statement referred to is as follows :) 


The weapons systems concept, as I understand it, is a method of procuring 
certain complex military weapons, such as airplanes, tanks, and guided missiles 
through one contractor who is given the sole responsibility for furnishing to 
the Government the finished and completed weapon. 

As this committee knows, a tank, for example, is composed of many different 
components. A “tank” includes radio systems, radar, fire control and firepower 
systems, engines, treads, electrical systems, and many other items. Under the 
weapons system method of procurement the company awarded a contract for 
the production of tanks has the responsibility for obtaining all these com- 
ponents (many of which can be produced by smaller concerns) and incorporat- 
ing them into the finished weapon—the tank. 

The Small Business Administration recognizes that small concerns may not 
be able to manufacture a tank, plane, or guided missile. It also recognizes that 
military procurement necessitates the limited use of the weapons system 
method of procurement. 

It is recognized, of course, inherent in the use of the weapons system method 
of procurement are certain features which may operate to the detriment of small 
manufacturers. For example, Congress has passed laws and procurement recu- 
lations designed to carry out the mandate that small business receive a fair share 
of the military procurement dollar. Examples are the small business set-aside 
program, the certificate of competency program, the existing Department of 
Defense small business programs and regulations, and the free and open com- 
petition brought about by the basic requirement of the procurement laws that 
contracts be let through advertising. Not all of these can be extended nor can 
they be imposed on prime contractors in dealing with their subcontractors. 
Thus, it may be said that the weapons system method of procurement can be 
utilized to avoid not only the effect of these programs and laws, but also the 
responsibility for carrying out the small business programs established by 
Congress. 

The weapons system method, if extended, could have serious effects on com- 
petition. The number of companies capable of efficient production of tanks, 
planes, and guided missiles are limited. Thus, the competition between these 
companies for the large prime contracts is limited, particularly if engineering, 
management, and production efficiency is the chief concern. But perhaps more 
important from the small business point of view, the competition for the pro- 
duction of the many thousands of components of a tank, plane, or guided missile 
that can be produced by small as well as large concerns may also be limited 
if the prime contractor does not seek open competitive bids from his subcon- 
tractors, 

The Small Business Administration is charged with the responsibility for 
obtaining for small business a fair share of the procurement dollar. Under the 
weapons system the prime contractor and not the Government determines what 
work will be performed in the facilities of the prime contractor and what work 
will be subcontracted to small business. Thus, the decisions of the prime con- 
tractor and not the Government may have a profound effect upon the small 
business share of the procurement dollar, and be beyond the control of Congress. 

Under the military small business subcontracting programs some statistics will 
be available shortly which may provide enlightenment on the effect of the 
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weapons system on small business. According to Department of Defense reports, 
the small business share of prime contracts has been declining during the past 
year. However, at this time this decline cannot be attributed to the weapons 
system method of procurement. When figures are available on subcontracting, 
they may show that the decline in the small business share of prime contracts 
is counteracted by a corresponding increase in the small business share of 
military subcontracts. If this is not the case, any expansion of the use of the 
weapons system method of procurement will be a source of concern to those 
interested in the participation of small business in Government procurement. 

There have been various definitions of the weapons system. Some of these 
definitions appear so broad that they may be said to encompass the bulk of 
military procurement. The need for the weapons system method of procure- 
ment must be admitted for some types of items. However, the use of this 
method should be very closely related to the necessity for its use and such bene- 
fits as might accrue to the more efficient defense contractors. It is suggested, 
therefore, because of the difficulties inherent in a broad use of the weapons 
system, that its use should be limited to those certain large and complex items 
on the Office of Defense Mobilization preferential planning list which cannot 
be produced by small business. It is believed that such a limitation will meet 
the needs of the military procurement agencies without operating to the detri- 
ment of the smail business economy. 

Mr. Rreutman. Could I ask one question ? 

Mr. Srety-Brown. Certainly. 

Mr. Rreuiman. On this question that has been propounded here, 
you said that you were referring many small-business men to the 
manufacturer who has the prime contract. 

Does Small Business Administration have a staff large enough to 
follow the contracts that are given to these larger companies so that 
you can have in detail from time to time information for the small- 

usiness man as to what the possibilities are for his obtaining a sub- 
contract ? 

Mr. Barngs. Yes, sir; in general I would answer, “Yes.” 

The information on most of the major prime contracts is published 
in Synopsis, a daily synopsis of procurement which is published by 
the Department of Commerce. We take that publication at all of our 
tield offices. Our production and industrial specialists read that very 
carefully. 

In a general way, it is a part of their professional equipment to 

know what contracts are being carried on by the prime contractor in 
their area. 
_ They may not have 100 percent knowledge, but a businessman that 
inquires from them can receive a fairly accurate answer to which 
companies he can go who are likely to have a need for his services by 
reason of contracts they have recently obtained. That information is 
public and procurement specialists follow it. 

Mr. Rreuiman. In this package concept that we have, is it true that 
most of these prime contractors, if they wanted to, could produce a 
great many more of the items that go into this package right in their 
own factory than they are at the present time ? 

Mr. Barnes. That is the hazard of the situation as we see it, that 
there is a—I don’t say that they do—but there is a chance that prime 
contractors who determine where and how the work will be performed 
can make decisions which will be disadvantageous to small businesses. 
I do not believe that anyone could say that that is not possible. 

Mr. Rieutman. Let me go just one step beyond that. If we see a 
cutback in our military expenditures, particularly in this weapons 
tield, aren’t we going to be faced with a more critical situation than as 
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prevails today? Isn’t it going to be more critical in the future should 
there be a cutback in our expenditures in that activity ? 

Mr. Barnes. I think that the representatives of the services can 
testify on this much better than I can. 

I want to say this: that I don’t think you can condemn the weapons 
system as such because in many areas it is the most efficient type of 
procurement. I think that it is incumbent on the procuring agencies 
and on SBA also to make certain that there is not an unjustified use of 
that concept merely because it is easier. I think that it would be pos- 
sible to extend it into areas where it is unnecessary. 

Mr. RreutMan. | would agree with you. 

Mr. Barnes. In my own mind I do not want to, for a minute, think 
that any of the services take this lightly. I think they are aware of 
the hazards of extending it into areas that it is not justified. But I do 
not have any evidence that there has been an unjustified extension. 

Mr. Sreety-Brown. Mr. Barnes, I am sure you appreciate the fact 
that we are certainly not trying to put you in the middle of deciding 
whether that weapons system concept is good or bad, and I am sure 
we will hear a great deal from the Department of Defense witnesses 
on this score. i am sure they recognize the interest of this committee 
in that problem. 

What I did want to find out and what Mr. Riehlman and the entire 
committee wanted to find out is whether or not that weapons system 
concept might not, if carried out to, if you will, the completion or 
‘arried out as it might easily be done, would not in fact negate a great 
deal of the small-business activity which you are trying to promote. 
That was the purpose of the questioning which we have raised. 

Mr. Rresiuman. May I add this: I would hope that SBA would be 

yvatching carefully to see whether or not that concept is expanding. 

Mr. Seevy-Brown. Now, I had one further question, sir, before 
I think we all have to leave, and that is on page 14 in paragraphs 
1, 2, and 3, regarding the opportunity meetings, the business oppor- 
tunity meetings. Could you advise us approximately as to the cost 
of those programs ? 

Mr. Barnes. We adopted a policy at the time we started holding 
this meeting, these meetings, that we would always have a local 
organization that would cooperate in sponsoring the meeting and con- 
ducting it ; that the local group would take responsibility for providing 
a hall and the expenses incidental to the place of the meeting. 

We placed a top limit of any out-of-pocket expenses as far as SBA 
was concerned of $200 per meeting. This was just an arbitrary figure. 
So that other than that amount, the expenses were involved all in 
salary or time which were not segregated and I cannot give them to 
you separately other than to say there was usually 2 to 3 men from 
the Washington office present at these meetings and as many as 4 or 5 
from the local office, or more. 

Mr. Srety-Brown. Sir, I am being not necessarily critical of the 
rogram at all but the question that occurs to me is whether it is more 
helpful to spend your money that way. You are in a position to 
analyze whether it is a successful program or not, or whether it might 
be more helpful to the small-business man if you were able to put 
additional financial specialists to cover more of our procurement 
centers. 
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In other words, which way would actually help the little fellow the 
most, going to a meeting and getting a lot of general information, or 
having more business specialists from the SBA near the procurement 
centers to actually sit down and work it out case by case. That was 
the reason for my questioning as to how much money was involved. 

Apparently, very little money of yours is involved in this program. 

Mr. Barnes. That is right, except for salaries and expenses. 

Mr. Sre.ty-Brown. Travel expenses which can be 

Mr. Barnes. Yes. This is a very hard thing to determine. I 
obviously think they were of value or I would not have authorized 
them. I believe they met a real need in that we could assemble in one 
place more information than a businessman could get by touring the 
procurement offices on a trip involving many miles and many hundreds 
of dollars expense to himself. 

This was all available in one place, including contracts that he could 
bid on. 

Mr. Sreety-Brown. I am sure there is a lot of merit to that, sir, but 
could the committee have this assurance: That should the Congress 
provide the funds that are required, you certainly would give very 
careful consideration to the possibility of putting added financial 
specialists within the limits of your budget in those procurement 
centers, because that is where you can do the most good, I believe, 
to help the small-business man. 

Mr. Barnes. I am not sure that I follow you because in most pro- 
curement centers the businessmen that come there are not seeking 
financial assistance. 

As a matter of fact, in most procurement centers 

Mr. Seeiy-Brown. Procurement specialists. I have used financial 
specialists—but I mean procurement specialists to help him work his 
way through the redtape. 

Mr. Barnes. I have letters that we have received from business- 
men and from the cooperating agencies in connection with each of 
these meetings and I think they would testify better than anything 
I could say as to the value that the businessmen themselves think they 
have from the meetings, so I will offer them in evidence for such parts 
to be inserted in the record as the committee and staff may think 
desirable. 

Mr. Srety-Brown. Could I make this suggestion? I have prepared 
some detailed questions. Mr. Maness and Mr. Dalmas can go over the 
unanswered questions and, if necessary, submit them to Mr. Barnes 
for response in writing or whatever way is best suited to the com- 
mittee’s needs. 

Mr. Rreniman. Before you close on this financial specialist, be- 
‘ause it has been brought up, Mr. Barnes, what is your experience in 
securing qualified financial specialists? 

Mr. Barnes. Well, it is very difficult. The problem is that if we 
get young men that we might train, it takes a period before they are 
experienced enough to reach their maximum efficiency. 

If we employ men that are advanced in age, they are not as able to 
travel and furthermore, there are not as many of them any more. 

Mr. Rrenutmay. Is the matter of the grade or the financial problem, 
salary, affecting the acquisition of qualified men? 

Mr. Barnes. I think it must because certainly the salary scale paid 
by private banks has increased materially in the past few years and 
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there is a security that goes with that type of work that would not 
make them wish to change. 

Mr. Rreutman. If a recommendation comes in from this committee 
to make this a continuing operation in the Government, and if it 1s 
carried to its ultimate that it becomes law, isn’t it going to be easier 
to acquire and keep people because they will have some assurance that 
they are not on temporary status ? 

Mr. Barnes. I believe it will, sir. I believe that in the past we have 
found that is more true, however, in the lower clerical grades. 

Mr. Rrenuman. That is a funny thing. I should think that it 
would be much easier to get your lower clerical grade people in the 
field than it would to acquire men with training and specialized back- 
ground in the field. 

Mr. Barnes. We had a very good training program underway last 
summer and obtained a number of younger men in their thirties and 
early forties who had financial experience or investigatory experience 
that could be adapted to the sort of work that a financial specialist 
does. 

We brought them into Washington and gave them a good training 
program and they are developing rapidly. We picked up a number, I 
would say maybe 30 or more, in that way. However, the needs of the 
program then developed so quickly that it was not possible to use the 
same technique in the people we employed in the fall and winter. We 
hope to do that again, however. 

Mr. Rrenitman. Let me ask you this other question, Mr. Barnes. 
How many financial specialists do you have? 

Mr. Barnes. We have 233 employed at present and 259 authorized. 
However, we are getting more mileage out of our financial specialists 
than those figures indicate based on past experience. We have taken 
some of the work that they formerly did and assigned that to attor- 
neys and matters relating to appraisals we have taken that away and 
assigned it to our industrial specialists. So that there has been more 
of a specialization which enables a financial specialist to handle a 
greater volume of work. 

Mr. Rreuitman. How many do you have in the Washington office? 

Mr. Barnes. I don’t have it but it is a small number—under 20. 


Mr. Rrentman. The rest of them are more or less dispersed through- 
out the United States ¢ 


Mr. Barnes. Yes. 

Mr. RrenitmMan. Mr. Chairman, that is the only question other than 
whether you would care to make this a part of the record. 

Mr. Mutter. If this breakdown supplied to us by Mr. Barnes, with 
reference to personnel, headed up, “Estimated Direct Program Posi- 
tions Required for Fiscal Year 1956-57” is for our use, we will receive 
it. 
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(The document referred to is as follows :) 
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Estimated direct program positions required, fiscal years 1956 and 1957 




































































Fiscal year 1956 | Fiscal year 1957 
Ss : 
Technical! Clerical Total |Technical| Clerical Total 
Financial assistance: 
Nh Dn 16 16 32 | 22 | 19 41 
Field: r ins. 1a ei ne 
Supervision and review.-.-.--.... 15 15 30 20 15 35 
NI vacacsisaresinneesnnsiarscinasmneneionsiia 47 | 24 | 71 | 100 | 50 150 
Sp A RE AEE EER OF 16 8 24 | 43 43 86 
Administration (business) .....--.. 17 9 26 49 32 81 
Inquiries and interviews.....-...- 11 6 17 21 10 31 
Financial counseling.-......-.-.-. 9 | 5 14 18 | 9 27 
Disaster loan specialists..........- Bassi 6 Piss 6 
Disaster loans: 
SBA, processing and admin- 
Ie etn tian cancnieaan 35 18 53 37 23 60 
RFC, administration........- 23 12 | 35 22 11 33 
aoa Fl lies | "ol 
ee tee cee 179 97 | 276 316 193 509 
Total, financial assistance... 195| 113 308 | 338 212 550 
Procurement and technical assistance: 1 7 
Washington: 
Office of Director. ............-..- 2 2 4 3 2 a 
Procurement assistance-_-_........- 6 | 3 9 5 3 8 
Production assistance_.........-.- 5 3 8 5 3 8 
Products assistance. -...........--- 3 2 5 | 3 2 5 
Managerial assistance............- 5 4 9 5 4 a 
Ee hailed 21 | 14 | 35 21 | 14 | 35 
Field: men. a ie i | 
Procurement assistance.-........-- 40 24 64 48 28 6 
Production assistance_..........-- 20 | 12 32 4 25 69 
Products assistance. -.....-.....--. 16 a 25 18 10 2B 
Managerial assistance_.........--- | 3 2 5 | 5 3 | 5 
I he a tas on eats 79 47 | 126 | 115 66 181 
Total, procurement and technical i ~ | Peal aa | : re h 
MNEs cee 100 | 61 | 161 136 80 216 








Mr. Mutter. In order to complete the inquiries that Mr. Seely- 
Brown was directing to you with reference to those meetings through 
the country, will you prepare for us and submit to be made a part of 
the record a breakdown of the travel expenses that were spent in con- 
nection with all of those meetings, together with a man-hour break- 
down of the men who traveled to or from those meetings from the 
Washington office and the various regional branch offices where the 
meetings were held away from those offices so we can have the com- 
plete cost of the operation of those meetings ? 

(Requested material follows :) 


SMALL BUSINESS ADMINISTRATION, 
OFFICE OF THE ADMINISTRATOR, 
Washington, D. C., April 12, 1957. 
Hon. ABRAHAM J. MULTER, 
Chairman, Subcommittee No. 2, Select Committee on Small Business, 
House of Representatives, Washington, D.C. 

DEAR CONGRESSMAN MULTER: In response to the request of the commit- 
tee, the tabulation has been made of all SBA staff travel expenses and time 
required in connection with SBA small business opportunity meetings (see 
table attached). 
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The information requested includes travel expenses in connection with these 
meetings, and man-hours breakdown of men who traveled to or from meetings 
from the Washington office and from the various field offices when meetings 
were held away from those offices. Though not specifically indicated in the 
committee request to be included in this form, there is alse noted the time of 
regional and branch office staff attending when the meeting was held at the city 
in which the regional or branch office is located. This latter information is 
provided after taking into account the fact these staff members utilized a 
major part of their time for counseling and direct assistance to representatives 
from small-business concerns attending the meeting. 

A further review of information on SBA staff attending shows that both pro- 
curement and technical assistance, and financial assistance technical staff 
members participated. Inasmuch as arrangements were made for SBA tech- 
nical specialists to be available to small-business representatives and to provide 
on-the-spot assistance with respect to preparing loan applications, financial 
counseling, assistance in preparation of bids for Government contracts, and 
assistance with respect to other managerial and technical aids of the agency, 
the summary table herein separates the time of procurement and technical as- 
sistance and financial assistance specialists for informational purposes. 

Since part of the information required to complete this report was not avail- 
able in Washington, it was necessary to partially estimate the data reported. 
However, it is believed that such estimates are reasonably close to actual data. 

Sincerely, 
WENDELL B. Barnes, Administrator. 
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Mr. Rreneman. Mr. Chairman, in respect to that, if you do not 
mind, [ would like to make just this statement. One of those meet- 
ings was held in Syracuse this past fall. I had an invitation but 
unfortunately I could not be there. Many small business people 
throughout central New York State—and I think it probably spread 
farther than that, in the western part of the State—came in to this 
vonference. I had many fine letters saying that the information they 
received was certainly very, very helpful to them. I cannot re- 

vall all of the details but many of them were able to get first hand 
information and, as a result, obtained contracts from different agen- 
cies for their small businesses. 

I only speak from my own local experience of one conference in 
Syracuse. 

Mr. Murer. It would bear repetition that the experience of this 
select committee, since it was first brought into being in 1941, was 
that we must bring the Congress and ‘the executive offices to the 
small-business man. He cannot afford to come to Washington to 
visit with us or with the Small Business Administration. 

Among the first things I think this committee indicated to the 
Small Business Administration after we set it up, was that we ex- 
pected them to take on where we hoped to be able to leave off. 

Up to that time, the congressional committees, and I mean the 
select Committees on Small Business of both the House and the 
Senate, periodically went through the country holding these meetings 
and clinics for the benefit of the small-business man and to get as 
close to him as we could get so as to require him to do as litle trav- 
eling as possible. 

For a long time we felt that the Small Business Administration was 
overlooking that. We would like to be able to compare the work 
that you are doing now in that connection with that of those com- 
mittees and see if you are filling the need that the congressional com- 
mittees did, or whether or not it is necessary that the committees 
again conduct the same kind of clinics. 

We do intend, as we have in the past, to conduct hearings through- 
out the country but they can take the type of more of a legislative 
hearing rather than the inde. But we do not want to give up the 
idea of conducting these small-business climes through the country 
if your agency is not doing the job. 

I do not know how familiz ir you may be with that program, whether 
it was operating before you came to Washington, Mr. Barnes. 

Mr. Barnes. I am fairly familiar with a number of the types of 
meetings that have been held. It is my opinion that the big differ- 
ence between these meetings and any other meetings that were held 
was the actual presence of the invitations to bid with procurement 
specialists from the various services. 

This may have been done before—I do not know—but the first meet- 
ing that was held, it just happened to have been held in my home com- 
munity of Tulsa which I know very well. It was a rather informal 
thing but we did get in the invitations to bid from all the procurement 
agencies inthe area. It was expected to have 200 people at the meeting. 
Actually, there were more than 500 who showed up. And if all you 
do at this type of meeting is merely answer questions, that is, I think, 
of doubtful value. But some 6 months after the meeting was held, 
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somebody, the chamber of commerce or one of the local papers, took 
a survey to see whether there had been any lasting benefit. They 
found that one of the services had let some, I think it was well over $5 
million in contracts that had never gone into that particular area 
before. This was obviously a valuable thing and the local people 
thought that. 

Since then I have seen innumerable instances of that sort of thing 
happening elsewhere and have a number of very interesting personal 
accounts of how, by having the invitations to bid present at the meet- 
ing, a local businessman was able to get an order or contract that he 
had never heard of. 

Let me give you one example: 

At one little community some people came to one of these meetings 
with their chamber of commerce representatives and they did not have 
a factory or a business in the city that really would be eligible for 
Government procurement. The only thing they had was a business 
that engaged in shelling pecans and selling pecan meats. But since 
this was the only business they had, they brought the owner of that one 
along with them. 

After the meeting and the speeches and when they were actually 
examining the invitations to bid, they were—I could see; I happened 
to be standing near the table where they were—they were concerned 
because they felt that there was nothing that this meeting had to offer 
them in a concrete way. 

However, one of the piles of invitations to bid related to food and 
textiles. And the businessman that owned the pecan-shelling factory 
just happened to look through the pile and he let out a yell of glee 
and said, “This is the jackpot for me. Look here, here is one agency 
that has called for a bid for delivery of pecan meat.” I think it was, 
two or three thousand pounds of pecan meat which he was per- 
fectly able to fill out of stock and for delivery over a period of months. 

Well, this is, of course, an unusual thing, but in one form or another 
I saw that repeated in one form or another. I saw that repeated in 
areas throughout the country. 

I believe that the difference between this type of meeting and the 
ones that have been held before is the presence of the actual invita- 
tions to bid, plus the experts from the services, the procurement 
officers there to show them in detail just how to bid on it. 

Mr. Mouurer. We will have to suspend at this point, Mr. Barnes. 
There is a quorum call in process on the floor. We have been trying 
to find out just what the program will be this afternoon. We have 
not yet been able to do that. I hope we can do it when we get to the 
floor. If you can call, before you return, say about 2 o’clock, we will 
leave word there at the Small Business office as to whether or not we 
can resume at 2:30. We hope to be able to resume at 2:30 unless the 
floor business will require our attendance there. 

Thank you. 

(Whereupon, at 12:20 p. m., the meeting was recessed subject to 
call of the chair.) 

AFTERNOON SESSION 


Mr. Mutrer. The committee will please be in order. 
Mr. Seely-Brown I think was still interrogating Mr. Barnes when 
we recessed. You may continue if you will. 
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Mr. Srety-Brown. Mr. Chairman, I don’t want to monopolize all 
the questioning, but there is one aspect of the whole small-business 
field which, while it does not come immediately under the jurisdic- 
tion of the Small Business Administration, is certainly a problem 
that I would like to hear Mr. Barnes discuss briefly, and that is in 
your many contacts with small business have you reached any con- 
clusions in your own mind that you might care to discuss regarding 
some of the tax problems the small-business man faces ? 


STATEMENT OF WENDELL B. BARNES—Resumed 


Mr. Barnes. Mr. Seely-Brown, my impression is that most small- 
business men regard this as their No. 1 problem, more important than 
finance or procurement or any of the other specific programs that we 
may have because it affects everyone. 

As you suggested, I am not the one to speak finally for the admin- 
istration on policy relating to taxes. I have, I suppose, spent more 
hours than possibly anyone else that I know of at least in working 
for tax adjustments of various kinds for small business. It would be 
completely erroneous to think that I am opposed to any tax reduction 
in general for small business. That is not the case. But there are 
many problems that cannot all be solved by any one particular agency, 
and I conceive of my job, the job of our agency, to develop suggestions 
of various kinds relating to tax adjustments, not only the rate problem 
or problems related to income tax but the excise taxes, the inheritance 
or the State taxes and other types of problems which may merely 
result in an inequity to one taxpayer or a taxpayer from a particular 
industry. 

The Cabinet Committee on Small Business has made four recom- 
mendations. Iam for all of those without any qualification personally. 
But as in the case of spending money, you have a problem in receipts, 
and this is primarily the Treasury’s problem. 

Mr. Humphrey, Secretary of the Treasury, appeared before a Sen- 
ate committee this week. I have his testimony on the problem gen- 
erally, and whatever I say I would like to say it in the light of his 
statement as a background, and I will introduce his statement, not 
to be reproduced in the record but for the committee’s information, 
in the event you are not familiar with the latest thing that Mr. Hum- 
phrey has said. 

Mr. Moutrer. I think our committee is familiar with Mr. Hum- 
phrey’s position on taxes, and I think most of us have read either 
his testimony or summaries of his testimony before the Senate com- 
mittee. Is that all right, gentlemen? 

Mr. Seety-Brown. That is right, but I was wondering if Mr. 
Barnes had any specific recommendations of his own which he thought 
we might be interested in hearing about. 

Mr. Barnes. In addition to the proposals that have been men- 
tioned, I personally favor very highly a provision that would induce 
investors to become more interested in investing in small firms. I 
think it is possible to develop such a proposal and one that would 
not result in a material loss of revenue. I have reason to believe that 
if such a proposal were developed, that it would not be opposed by 
the Treasury, although they have to speak for themselves. 
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But the sort of thing that has been considered, without attempting 
to suggest any statutory language or anything of that sort, is a pro- 
posal that would permit the capital losses from investments in small 
firms to be offset against current income. Such a plan would provide 
a great inducement for investors to seek out small firms in which 
to make their investments. 

At present such losses are allowed I think up to $1,000, but with 
proper safeguards against it becoming merely an escape hatch or 
a provision that would encourage companies to reorganize or split 
into small concerns, this proposal would it seems to me provide a 
great impetus for investors to seek out small firms that none of the 
other proposals yet accomplished. 

I myself have gone to investors and asked them myself what effect 
such a proposal would have on the way they conduct their business, 
and they have told me that if such a proposal was introduced into 
the law, each investment they make would be tested against it. 

It seems to me a statutory change of this sort could very easily 
make funds available in larger quantities than a loan program or any 
other type of activity. 

I for one am hopeful that some such provision can be developed 
and considered by this session of Congress. 

Mr. Sreeiy-Brown. I am sorry to get off the subject, Mr. Chair- 
man, but it did occur to me that this is a problem that does involve 
the Small Business Administration either directly or indirectly. 

It involves this committee and I am grateful to you for such com- 
ments as you have made. That is all, Mr. Chairman, 

Mr. Mutrer. May we continue for a moment on the subject of 
taxation? Obviously there is a difference of opinion within the Ad- 
ministration as to what tax relief if any should be given to the small- 
business man. I think we can state on this record that the House 
Small Business Committee and its subcommittees, wherever they went, 
wherever they conducted hearings these last several years, no matter 
what the subject was, at some time or other during the course of the 
hearing somebody stepped up and said the only way you can help 
small business and give them any real help is by giving them tax relief. 
T think the subcommittee will agree that although there are minority 
views filed together with the final report of the House Select Com- 
mittee on Small Business of the 84th Congress—I am now referring 
to final report which is House Report No, 2970—there is no divergence 
of opinion on our committee as to the necessity for tax relief for the 
small-business man, and I think that the committee is unanimous in 
standing behind the recommendations, I think there were four in 
number, for tax relief for small business. 

I notice and I think it might also be well to put on our record, that 
the President’s Cabinet Committee on Small Business consisted of 
the Secretary of Defense, Secretary of Commerce, the Secretary of 
Labor, the Director of Office of Defense Mobilization, the Adminis- 
trator of the Housing and Home Finance Agency, Mr. Barnes as 
Administrator of the Small Business Administration, the Chairman of 
the Council of Economic Advisers, who was the Chairman of the 
Cabinet Committee on Small Business. 

It is significant that the Secretary of the Treasury was not a 
member of that committee, and I think, Mr. Barnes, and correct me if 
I am wrong, the committee’s progress report which was submitted to 
the Congress and to the President, was a unanimous report. 
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Mr. Barnes. Yes, sir. 

Mr. Mutrer. Of August 7, 1956. There too we find a recommenda- 
tion under the heading “Taxation,” four recommendations for tax 
relief for the small-business man. 

I trust that whenever the occasion occurs or arises, Mr. Barnes, 
you will continue to urge those same recommendations despite the 
fact that the Secretary of the Treasury may still take a different view. 
1 might also state for the record that the minority members of the 
House Small Business Committee joined in cosponsoring one bill 
which has been introduced for tax relief for the small-business men, 
while members of the majority have introduced other bills for the 
same purpose, 

I hope that before long our full committee will join in recommenda- 
tions getting behind one bill which they can urge the Ways and Means 
Committee to report. There is not any doubt in our minds, and I 
think I am talking for the full committee, that tax relief must be 
given to the small-business man, and the faster we give it to him, 
the quicker we can be of real aid to him, 

(Off the record.) 

Mr. Mutrer. I think there should be real reason to believe that we 
can get together on a bill that we can even get Mr. Humphrey, if not 
endorse, at least not to oppose. 

Incidentally, with reference to the recommendation as to permanency 
of this agency, I will put into the record at this time a letter from 
the Smaller Business Association of New England, Inc., dated March 
25, 1957, which has been sent to all the members of this subcommittee, 
which also recommends the agency be made permanent. 

(The document is as follows :) 

Boston, Mass., March 25, 1957. 
Hon. ABRAHAM J, MULTER, 
Chairman, Subcommittee No. 2, House Small Business Committee, 
Old House Office Building, Washington, D. C. 

DEAR CONGRESSMAN MULTER: The Smaller Business Association of New England 
recognizes that the Small Business Administration as a relatively new Govern- 
ment agency has been, and is now being, faced with a difficult task. We believe 
that its performance to date has been creditable especially in its loan policies, 
including its delegation of authority to regional directors. We hope that this 
authority will be increased. 

We feel, however, that, although the situation is improving, the procurement 
program of Government contracts has not worked out too well for small business. 
We suggest that a continuing vigorous policy be followed. 

Our association believes that a definite need exists for an agency of our Gov- 
ernment to safeguard the survival and growth of small business in our economy. 
The Small Business Administration can and should fulfill this need. This agency 
should be independent and should not have its objectives confused by association 


or affiliation with any agency or department which has other functions to per- 
form. 

In many ways small and large business have common problems but in some 
respects there is conflict. This creates a need for a completely independent agency 
reporting directly to the President and to the Congress. The sole function of 
this agency should be to deal with and solve the needs and problems of the 
rising 4 million independent small-business enterprises in our American commu- 
nity. The impact of this obviously is reflected many times in the number of their 
employees. 

Our association believes that the Small Business Administration, in order to 
insure its effectiveness, must be established as a permanent agency of the Gov- 
ernment. Otherwise, it has only a temporary standing which detracts from its 
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efficiency and prestige. A temporary agency experiences real difficulty in ob- 
taining first-class personnel of the caliber so essential to its doing an excellent 
job. 


Sincerely yours, 
SMALLER BUSINESS ASSOCIATION 
oF NEW ENGLAND, 
JoHN P. CaRLeTon, President. 

Mr. Rrentman. T don’t want to dwell on this permanency matter 
too much because I think Mr. Barnes has given us some information 
this morning that is most heartening. He apparently feels that if 
this committee and the Banking and Currency Committee should 
decide to recommend through legislation that the Small Business 
Administration become a permanent agency, there will be no objection 
or no fight as far as the administration is concerned and certainly not 
from the Administrator of the Small Business Administration. 

Mr. Barnes. That is right. 

Mr. Rrenuman. I think we have tacked that down firm enough, Mr. 
Chairman, so that we have something basic from which to work and 
won’t feel that somebody is going to slide away from us in our recom- 
mendations. I say that in the kindest manner, because I just cannot 
overemphasize the interest that this committee has had, and under 
the leadership of my chairman here, in this respect. We have felt 
very keenly about it. It has been recited in our discussion this morn- 
ing that the continuation and the assurance of continuation of this 
operation is going to mean a great deal to small-business people in 
the country. Certainly it is going to make, I would believe, your 
operation much easier in respect to employees, many of them being 
under civil service and possibly feeling that if it does not continue 
they can go elsewhere in the Government. 

I don’t believe this is the proper way to keep employees happy, 
satisfied and working to their best advantage. I have said enough 
on that topic. 

Now, Mr. Barnes, to get back to this loan program, going back in 
your statement here on page 6, and I think it goes through over to page 
7, you elaborate a great deal on the number of requests for loans that 
have been made and the number of loans that have been granted, and 
so on and so forth. 

There is a great backlog of 1,083 business loans and disaster loans 
that are being processed on which no final action has yet been taken, 
and approximately 983 loans to be disbursed. 

The ones that are to be disbursed apparently, or at least some of 
them, are dependent upon the deficiency appropriation bill; is that 
correct ? 

Mr. Barnes. The 983 have been actually approved and funds are 
available to make disbursement. Under our method of operation, 
we cannot approve more until we do have funds available, so there 
are a rather large number that we have received, we have processed, 
and, using terminology that has been approved by at least the Bank- 
ing and Currency Committee’s staff, we have informed the borrower 
that favorable consideration has been given to the loan, and final 
approval will have to await the funds being made available. 

In this category—and I think this is very serious and I would like 
to emphasize it all I can—to date business loans totaling approxi- 
mately $16,800,000, of which the SBA’s share is about $14 million, have 
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been given favorable consideration but are awaiting final approval 
until funds are made available by the urgent deficiency appropriation 
bill. 

These amounts were based on actual figures through February 28 
plus a projection through the middle of March at the February rate, 
which means that it is an estimate but it is very accurate. An SBA 
loan to these people, many of them, may mean life or death for their 
business. 

Unless the funds are available fairly promptly, some of these busi- 
nesses undoubtedly are going to suffer. Some of these firms have 
been waiting for as long as 12 weeks since their application was 
filed and it has come in our office. 

The thing that causes me even more concern, and once again I am 
speaking quite frankly, is that many of the banks that participate in 
tide loans that have been waiting since January now have said that 
the Government procedure is cumbersome and that it takes too long, 
and so forth. 

I feel that our relations with those banks are being endangered 
somewhat by this delay. 

As you know, there is no disagreement as far as I know on the 
part of either House of Congress about the item in the particular bill 
relating to SBA. It is other measures in the bill that are holding 
it up. 

Mr. Rreniman. The point that I wanted to arrive at is this. You 
have this backlog to which you alluded just now, that the relationships 
with the banks are being impaired because the Government is cumber- 
some in its process. I am wondering if there is any indication that 
this might be true because of the length of time it takes through the 
normal process in your agency from the time you receive an applica- 
tion until it is processed ? 

About what 1s the length of time? 

Mr. Barnes. Let me give some background on this. About a year 
ago in February or March, as I recall it, we were acting on the lim- 
ited-loan, participation-plan loans from 24 to 36 hours after we 
received them. Our regular business loans, we gave our approvals 
within 2 weeks, and many of them in 10 days after they were received. 

With the considerable increase in volume, in workload, it has been 
possible to stay fairly current in the limited-loan participation loans 
because they are acted on in the field office, do not have to come in, 
any of them. 

Furthermore, they are almost complete when they reach our office. 

It merely requires an audit and a consideration by the people in the 
regional office. We are still acting on those in about 24 to 48 hours, 
very promptly. In the regular business loans, the time now has gone 
up to between 3 and 4 weeks. 

This is due simply to the fact that there is a big volume of work 
and only so many people to accomplish it. The procedures have been 
materially shortened, and I think on the basis of the workload per 
man, there have been some phenomenal records turned in by our pepole. 
T will give you an example of what I mean. 

When the RFC was active, making loans, the Bureau of the Budget, 
as I understand it, used a workload factor on regular business loans 
of four loans per month per man. In this way they could determine 
how many people were needed for a particular volume of loans. We 
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have increased that figure to six loans per man per month. Many 
of our people have been exceeding that and are doing eight loans 
per month. 


Mr. Rieutman. That is on the approval side? 

Mr. Barnes. Yes, sir. 

Mr. Rieutman. What about the disbursing end of it? 

Mr. Barnes. The disbursing end of it, as I have testified before, in 
the case of bank participation loans there is very little that we can do 
to speed up those disbursements. It is done by the bank and its 
attorneys and the borrower and his attorneys. 

But if you assume, as I do, that banks are in the business of making 
loans a]l the time, operate efficiently and close the loans as quickl 
4s possible, we have thus a good measure of how long it should take 
us by what the banks themselves do. On the same types of loans our 
disbursement period is taking roughly the same time as the bank. 
We don’t take niger than most of the banks. 

Mr. Rrentman. Approximately how long would that be? 

Mr. Barnes. I would say 6 weeks to 2 months. 

Mr. RrewiMan. Does it actually take that long with a bank? 

Mr. Barnes. Yes, it does if they have the title papers to prepare 
and title opinions to write. Most borrowers do not order their ab- 
stract, for instance, until the loan is approved, and the banks’ attorneys 
and our attorneys don’t look at the abstract until it is brought down 
to date. 

Then the opinion is written. The normal requirements that any 
attorney makes are made and the borrower has to satisfy those require- 
ments. The time limit is approximately the same in a term bank 
loan or in a term insurance loan. In fact, I think in many instances 
we beat some of the larger loans that are made on big real-estate 
properties. 

But these are complicated procedures and we think we have taken 
some steps that will tend to speed up the time for us. We found, 
for instance, that it is possible to employ attorneys more readily 
in some areas than it is financial specialists, so we have increased our 
legal staff and have given the attorneys the assignment for loan clos- 
ing that in some cases were formerly handled by financial specialists. 

This frees financial specialists to work on loans, and it has been our 
experience so far that in many areas the disbursement time is being 
cut by the work of our own attorneys. 

I don’t believe there can be any great simplification of forms. We 
are from time to time consolidating forms and making fewer for 
the borrower to sign, and that sort of thing. But basically it is a de- 
tailed procedure and I can’t think of an instance in which we have 
had a complaint from the borrower that there was a delay on our 
part. 

There is no delay certainly in providing a check. We can provide 
it any place from Puerto Rico to Hawaii in 24 hours time, after it is 

called for. 

In most cases the borrower and his attorneys are looking over 
papers with either the bank and their attorneys or our regional di- 
rector and our attorneys. 

They all know exactly what conditions are to be met and just what 
has to be done. 
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Mr. Rreutman. Of the 14,110 business loan applications that have 
been presented to the agency since September 29, 1953, do you have 
any statistics to show the committee or to give to the committee as 
to the number of actual inquiries that have been brought to the 
different offices throughout the country in respect to Small Business 
Administration’s activities and its loaning facilities ? 

Mr. Barnes, Yes, sir. We gave the committee full information up 
through January last year. I don’t have the cumulative but I do 
have from last January to the present. 

Mr. Rrentman. The only reason I am asking that question, Mr. 
Barnes, is this: We have 14,110 loan applications that have been 
considered in the period of 214 years, let’s say, and that does not 
look like a large workload ? 

Mr. Barnes. Yes. 

Mr. RieH_tmMan. But the reason I am asking the question is to find 
out what volume of business is actually coming to the office. 

Mr. Barnes. All right, sir. Frequently a borrower will make 2 
or 3 inquiries before he actually files a loan application. 

He will discuss the matter once to find out if his business is eligible 
and in general what the loan program is and what the terms of the 
loans are. Then as he decides that, he will file application, he will 
have 2 or 3 other matters to call up about. Each of those are inquiries. 
Each of them takes time. 

He may visit the office more than once. After he has filed the ap- 
plication, each time he visits the office during the course of con- 
sidering the application or during the closing of the loan, those 
are considered inquiries. 

Likewise all of the inquiries about contracts are inquiries. 

Mr. Murer. I think what Mr. Riehlman would like to have you 
give us for the record is in addition to the 6,352 applications that 
were received during the last 12 months, how many persons or firms 
applied or came in and made inquiry about loans, without dupli- 
cating. 

We know the same man may come in today and then come in 3, 
4 or 5 times and then never file an application. 

But in addition to these applications of 6,352 that were received dur- 
ing that 12-month period, how many persons or firms in the aggregate 
came in and made inquiries about loans ? 

Mr. Barnes. The figures we have are the inquiries prior to the actual 
filing of the application. 

Mr. Rreaitman. Would that include, Mr. Barnes, duplication as 
you have outlined? 

Mr. Barnes. Yes, sir. It might be the same man 4 or 5 times. 

Mr. Riru_tmMan. Would there be any way—we don’t need to have it 
today, Mr. Chairman, I don’t think—is there any way you could 
break it down so we would know just about how many business con- 
cerns had applied for information concerning loans? 

Mr. Barnes. It would be difficult to do it without taking a sample. 
The way we keep these records is that each man has a pad by his 
desk. When he hia an interview with a borrower or receives a tele- 
phone call, he makes a memorandum on that pad, and the pads are 
tabulated at the end of the day and the end of the week and then we 
know how many relate to loans and how many relate to other matters. 
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So for workload purposes it is useful for us. But we do not keep 
it by individual firms. 

Mr. Srety-Brown. Divide your figure by four and we would be 
at about the figure we want to know. 

Mr. Barnes. During the past 8 months the total is 55,773. That 
is about 18,000 a quarter or about 6,000 a month. 

Mr. Rrenuman. There could be "quite a duplication of course. 

Mr. Barnes. Yes, but for time purposes you see that means to us 
that it is possible to compare offices and see how many people are 
needed at one office as compared to another. 

Mr. Rreuiman. Is that broken down by regions? 

Mr. Barnes. I don’t have it that way. 

Mr. Rirenitman. That is an accumulation of all of the offices across 
the country. I know in our little office in the city of Syracuse, because 
I visited it on several occasions, there are probably 4 or 5 times as 
many people who come in and talk with Mr. Finkler about the possi- 
bilities of getting a loan as those who actually file an application for a 
loan. The workload is pretty heavy in that <P pect. 

I am trying to find out how many inquiries have come through all 
the offices. 

Mr. Barnes. I think this is normal for the type of activity this is, 
because frequently the borrower has a very small business and he learns 
that we need to have his earning record for the past 5 years, for in- 
stance. 

We ask him to furnish it if he can. He says he can but he has 
got to go to his income-tax returns and dig out some papers and make 
up this information. So he calls back 2 or 3 times in the course of 
preparing his application. 

Mr. Rreuiman. Do we have sufficient help in these different offices 
throughout the country to give a little bit of encouragement to this 
man in filling out this application ? 

As a rule a small-business man comes in and he looks at a stack of 
papers that are handed to him and he is requested to make these out 
and he dodges away from it. 

He does not have the assistance nor is he financially able to have 
accountants or lawyers to help. Are we in a position to give the man 
some encouragement so that we could give him a little help at these 
different offices if he needed it to fill in his application ? 

Mr. Barnes. To a limited extent; yes, sir. If he has a fairly decent 
set of books and records, he can receive a great deal of help ‘from us 
in actually filling out his application form. But if he has only some 
checkbooks and bankbooks and no other analysis that we can use, we 
don’t have enough people to do his bookkeeping for him. 

We have to tell him what he must do in order to get together the 
facts that would present the situation favorably to us. We try to talk 
in that kind of terms, but this is an actual book keeping problem, and 
we just simply cannot do that for everyone that comes in. 

Mr. Mutrrr. Before we leave that subject, Mr. Barnes, have you 
any figures that you can submit to us either now or for the record at a 
later time showing the cost of operation with reference to loans. 

For instance, the Export-Import Bank when they came before the 
Banking and Currency Committee last week and g gave us their cost 
of operation, indicated what the average cost of processing and servic- 
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ing a loan was both for the Export-Import Bank and what it was in 
private industry so we have a fair comparison to show what kind of 
job they were doing. Can you give us any such figures as to your 
agency # 

“Mr. Barnes. We have the cost figures set forth in our semiannual 
report. 

Mr. Chairman, I have it here, but I would rather submit it to you 
separately because it is part of another report. 

Mr. Murrer. You will break it down so it can be made part of 
our record ? 

Mr. Barnes. Yes, sir. 

Mr. Mutter. I think that will be of considerable interest to the 
Members of the House as well as the members of the committee when 
we get to the floor with the bill. 

Mr. Barnes. I would like to say at this point that Government 
lending is likely to be more expensive than lending by a private finan- 
cial institution where you can say “No” and this ends the matter. 
But if you are going to provide ser vice, and Small Business Admin- 
istration is a service Agency, the services includes counseling and a 
lot of help to individuals that may not be normal businesses with 
private companies. 

Mr. Murer. We must take that into account in appraising the 
overall activities of your Agency, but we have got to be in a position 
to explain why the Export- Import Bank, which is a Government- 
owned bank operating for the Government, operated by the Govern- 
ment, shows such a very favorable comparative situation in placing 
and servicing of its loans as against private industry. 

Usually the cry always is that the Government cannot operate as 
efliciently or economically as private industry. 

The Export- Import Bank puts private lenders to shame when it 
comes to that. They don’t have your problem. They don’t have the 
servicing that you must do, they don’t have the procurement problem 
that you have; they don’t have the direction of the law that requires 
them to extend technical know-how to the industry. 

But at the same time we must be in a position, if we are going to 
make a fight on the floor for this bill, to be able to answer that and 
show that you are doing a good job, and if you cannot give us a break- 
down, having in mind that a large part of the same personnel is de- 
voting themselves to procurement problems, managerial problems and 
engineering problems and applying themselves to the financial prob- 
lem, the loan problem, piacing, investigating and servicing—you 
should be able however within a fair degree of accuracy to give us a 
cost sheet that applies to the lending facility. 

No one has a right to say that the higher cost of your operation 
should be appraised in the light of the income on your lending facility, 
but we ought to be able to break it down somehow to show that it is 
not costing the Government too much to run this lending facility. 

If you can do that, we will appreciate it. 

(The material referred to will appear in pt. IT.) 

Mr. Rren_man. Mr. Barnes, this morning before Mr. Evins left 
he was asking questions concerning this new program that had been 
instituted by “the Administration, that of loaning funds to privately 
owned hospitals, nursing homes, trade schools, and business schools. 
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Have you any statistics to give to the committee as to how many 
privately owned hospitals and nursing homes there are that have 
shown an interest in securing loans ¢ 

Mr. Barnes. We have already received 51 applications. We have 
already approved 14 of them and I don’t know how many we have de- 
clined, but I think most of the rest of those are pending. This was an- 
nounced as I recall in about October or November. 

We had a considerable correspondence on it, and in the course of 
events this is a forerunner of many more that will be filed. 

Mr. Rrenuman. The reason I asked that question, I know of the 
problem that the hospitals are confronted with, with people who need 
to be moved out and are not in the physical condition to be moved 
into their homes and have to have some place where they may have 
nursing care and assistance. 

In my own city of Syracuse we have probably 25 or 30 of these nurs- 
ing homes. 

I know many of them are probably having a struggle to obtain 
proper financing to carry on their activities. 

I think it is one of the very fine and worthwhile projects that has 
been brought into being, because across the Nation I am sure that that 
same situation prevails as it does in the city of Syracuse. 

Isn’t that right, Mr. Barnes / 

Mr. Barnes. I should make clear, Mr. Riehlman, since there has 
been some concern expressed on sea part of some Members of Con- 
gress that this program might in some way preclude a community 
from getting Hill-Burton funds, in that by making the loan we would 
make ‘hosp: tal beds available that were not previously available and 
this would tend to move the community down the list in some way, 
and in order to prevent that sort of thing happening, we consulted 
with all these agencies that I named this morning, and in each instance 
talked about a particular loan with the Hill-Burton Committee in 
each State. 

There is some agency that has been designated as the agency to pass 
on these matters. If this committee indicates that the making of a 
loan would tend to deprive that community of additional hospital 
beds through the Hill-Burton program, we do not go ahead, the 
borrower can come back later. That is just not one of the communi- 
ties that should have a prior treatment. It should come in later along 
the line. 

Mr. Rreuiman. In respect to the increased number of loans and 
inquiries that are coming in, is that due to the expansion of the pro- 
gram or are there some other reasons involved, other factors involved ; 
let me put it that way. 

Mr. Barnes. There are several factors involved in my opinion. 
It is clear that business ac tivity has been at a very high peak. There 
has been a high demand for loans, so much so that even though the 
private banks, the banking institutions have expanded the credit that 
has been made available to business, the demand still outruns the sup- 
ply, and that has tended to have referrals made to SBA that perhaps 
would not otherwise have been made. 

I think that is the No. 1 and most important factor. 

Second, I think our program is better known, more banks have par- 
ticipated in the program and see other situations in which it would 
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be helpful to their customers, and refer them to us. I think those are 
the principal reasons. 

Mr. Rrentman. What about the question of interest rates ? 

Mr. Barnes. I don’t believe, except in some areas of the community, 
that the interest rate would tend to attract borrowers to us. It 1s 
about at the same level as the banks, and in some instances a few points 
lower. 

I must, in all fairness, report to this committee that in some sections 
of the country, notably in the Seattle area and in Puerto Rico and in 
Alaska, the interest rates of private banking institutions are such that 
the limitation on our maximum, the maximum interest rate that we 
may charge, tends to prevent banks from participating in SBA loans. 

In other words, they are on their normal business loans getting in 
excess of 6 percent. As a matter of business judgment, they use their 
funds on their own louns rather than participating in SBA loans. 

Mr. Rreniman. What about the tight-money market? Do you 
think that is having any effect upon it? 

Mr. Barnes. I think the tight-money market I discussed in terms 
of high demand for loans, which is what I discussed a few minutes 
ago. These things vary from time to time. 

The latest report I saw, I think it was last week, was that the 
demand for loans is falling off somewhat and, therefore, the private 
banks appeared to have more funds available for lending. 

This was a report in the financial journals just last week. 

Mr. Mutter. It might be of interest to you to know that some of 
our colleagues on the floor yesterday took issue with that statement. 
They didn’t produce any evidence to the contrary, but they said the 
lending market was not easing up . 

Mr. Barnes. I merely said the journals were reporting this. 

Mr. Rrenuman. That is all I have on that part, but I want to get 
into the loan policy. 

Mr. Murer. Mr. Barnes, there seems to be a slight difference of 
opinion between you and the Export-Import Bank. 

We had them before our House Banking and Currency Committee 
last week. They indicated that the requirement of 20 percent being 
carried in the export loan by the foreign importer, that would be the 
purchaser of the American product, 20 percent by the American 
exporter and 60 percent being financed did not work a hardship on 
the small-business man. 

Some of us were of the impression that it did work a hardship. 
From the pamphlet that you have submitted and your administra- 
tion distributes, on international trade, you seem to agree that the 
Export-Import Bank can’t take care of the small-business man because 
of that policy of theirs of lending only 60 percent. 

Have you discussed this with the representatives of the Export- 
Import Bank at all? 

Mr. Barnes. Yes, sir. They took part in writing that pamphlet 
and approved it before it was published. I don’t, of course, want to 
speak for them, but this difference may be more apparent than real. 

I can see why they would feel that they could not make a sound 
loan except on the terms that they set forth there. But the borrower 
has other resources that he can use to finance these activities. 

If he has other collateral, his fixed assets and perhaps other things 
in connection with his business that he can use as a security for another 
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type loan, either with his bank or an SBA loan, which could fit in 
very well with the Export-Import Bank program. 

Mr. Muurer. Is it the practice that a man can go or a firm can go 
to the Export-Import Bank and finance an export to a foreign coun- 
try to the extent of 60 percent and then go to SBA and get himself 
financed to the extent of 20 percent, or of any part of the balance of 
the 40 percent ? 

Mr. Barnes. Part of the balance he could; yes, sir. 

Mr. Mourer. So he could have a loan both from SBA and from the 
Export-Import Bank ? 

Mr. Barnes. Yes, sir. 

Mr. Mourer. Don’t we have a duplication of effort and time? 

Mr. Barnes. I think not, because they are financing the foreign 
paper, and their whole reliance is on the paper itself. 

ur loan is in effect working capital and he is not using the paper 
at all. He is using his regular business assets. 

Mr. Mutter. Yes, but what impresses me, however, is that you are 
both using Government money. Export-Import Bank is a Government 
bank. SBA is in effect a Government bank. 

Why shouldn’t one agency do all the financing? If there is a risk 
that you must take in lending to the extent of 20 percent, why shouldn’t 
Export-Import Bank just process one application and they take the 
risk, too? 

Mr. Barnes. The same type of thing occurs, Mr. Multer, in ordinary 
financing when a man makes a term loan with SBA and finances his 
accounts receivable with his commercial bank. It is a different type 
lending. 

We couldn't possibly get into the type lending that Export-Import 
Bank is in because it involves knowledge of foreign currencies and 
foreign credit and other things that are just simply not in our field. 

Nor do I think they feel that we wish to get into the commercial type 
term loans. 

Mr. Mutter. This in my opinion is the very thing that brings dis- 
credit to the Government when it tried to do these jobs. 

We all start with the premise that neither Export-Import Bank 
has a right to make the loans nor has SBA the right to make the loans 
if private industry, the banks, the lending institutions will make the 
loans. 

If it is available from a private lender, whether a bank or insurance 
company or other institution, neither your agency nor Export-Import 
Bank should make the loan. 

That is not only the policy of the two agencies but it is written right 
into the law. 

We then find that Export-Import Bank with Government money 
says, “We are only going to take so much of the risk.” 

Then the firm comes to you and you say, “We will take so much of 
the risk.” 

I don’t think there should be that division. It seems to me that if 
it is a good risk at all, there is no reason why one agency should not 

rocess the whole loan. Possibly, the loan should be divided between 
oth agencies so that each of you take part of the risk. i 

It is the Government that is taking the whole risk even though it is 

broken down. I think you could save a lot of time, money, energy, 
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and expense if one agency processed a single application—maybe we 
have got to do it by law, but I don’t think so. 

I think you should either take the whole loan or they, rather than 
you take 20 percent and they take 60 percent. 

Mr. Barnes. I have no answer to that. It is our thought that this is 
a field that we should encourage small business to expand in. 

Mr. Mutter. I am in complete agreement with you. 

Mr. Barnes. The Export-Import Bank operations are normally, 
I would say, not geared for the very small borrower, and we think it 
is worthwhile 

Mr. Mutter. Mr. Seely-Brown suggests that we have the Export- 
Import Bank come up. The Banking and Currency Committee of the 
House criticized the Export Bank 2 years ago because they were mak- 
ing only big loans and no small loans. 

I think they advised us at that time they made one small loan of 
$2,000. 

This was 2 years ago. A week ago when they were before the 
Banking and Currency Committee they told us they made one small 
loan of $940-odd. Either they are going to help the small-business 
man or they are not. 

If they expect your agency to do it, then you, of course, should 
take it on. On the other hand, they should not be in the position of 
telling the public, we are serving everybody, small business and big 
business, if they are not going to serve small business, too. 

They told us also that they now were developing a form of appli- 
cation which would simplify the matter for the small-business man 
to come in and make the loan. 

But if he is going to go in there and make application for a loan 
and get part of his money and then have to come to you to get part of 
it, both of you are going to process the loan, I think it is the wrong 
approach. 

That is not for you to answer, I imagine, as to what they are doing. 
[ think Mr. Seely-Brown’s suggestion is a good one. We will ask 
them to come in and explain their position on this. 

Mr. Barnes. I should add at this point that this pamphlet points 
out exactly the status of the law. We have not actually made any of 
that type loan as yet but I thought it absolutely important to call to 
the attention of the community the resources that are available in the 
Commerce Department, Export-Import Bank and these other legal ad- 
vantages for them to increase their production by getting into this 
field. 

Mr. Mutter. You will agree, will you not, that 1 agency ought to 
make the loan to the 1 borrower. It ought not to be broken up into 
2 parts and there should not be 2 processings of the same applica- 
tion or the application for the same gross amount of money. 

Mr. Barnes. Yes; I will agree. I am not apparently as horrified 
by it as you are because I am thinking in terms of different actual 
types of loans. 

When they are using foreign paper to secure their loan, they are 
taking the risk that they understand and know about it. 

However, our loans are working capital loans that could be used 
in connection with expanding business in this country or using it to 
increase their production abroad, and we are using other collateral 
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and have to use a different type of technique entirely to process the: 
loan. 

Mr. Muurer. The point some of us made with the Export-Import 
Bank when they were before the Banking and Currency Committee 
was that the big-business man, the big company like General Motors 
or any of these others, were in a position to finance themselves very 
easily to the extent of 20 percent. of a million dollars or a $2 million 
contract or a $15 million contract, and some of them—lI think the aver- 
age of the Export-Import Bank runs about $7 million per loan. 

With that kind of a proposition, the big corporations can easily 
finance themselves to the extent of their 20 percent. 

The purchaser abroad can put in their 20 percent. But take the 
little fellow who wants a hundred thousand dollar export contract, it 
is next to impossible for him to finance it on that basis, I think. 

You indicate that that is so, and that is why you indicate SBA’s 
willingness to process that type of application. 

If we could work out something where we could get the application 
handled by one source, I think we could save a lot of time and effort. 

Possibly you could arrange some interagency operation between the 
two of you, so that while you would take part of the loan and they 
would take part of the loan, there would be one processing of the 
application instead of going to 2 agencies. 

In that same connection, Export-Import Bank told us that when 
a man comes to them and says, “We want you to finance this operation, 
we can’t get the money from our local bank because of the tight 
money,’ Export-Import Bank says to them, “Sorry, we are not going 
to lend you any money because then we are going to break down the 
Administration’s tight money policies.” 

Does your Administration take that position with any of your 
applicants ? 

Mr. Barnes. No, sir, we haven't amended our loan policies in any 
way that would tighten it. I think it has been the other way, that 
all the changes we have made have increased the eligibility. 

We have not changed our credit criteria. In fact, we have re- 
garded ourselves as a safety valve to which companies might come 
that were suffering any inequities by reason of the general credit 
situation. 

Mr. Mutter. I think I expressed to the Export-Import Bank the 
intent of the Congress both in their law and in that which applies 
to your agency, and that is when the statute says if the money is not 
available from a private source and it is a good risk, with reasonable 
assurance of repayment, that the agency should make the loan. That 
is the policy you are following? 

Mr. Barnes. Yes, sir, and I have the full concurrence of the Loan 
Policy Board in these policies, and they have been thoroughly dis- 
cussed and we are all in agreement on it. 

Mr. Rrewiman. You have just mentioned a subject that I am much 
interested in and I wanted to go over to that next. That is the Loan 
Policy Board, Mr. Barnes. 

In the lending agencies in the Government we have the FHA, the 
VA, the Health, Education, and Welfare, and the Export-Import 
Bank. 

Do you know of any one of these agencies that has an interagency 
loan policy board ? 
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Mr. Barnes. No, sir, I don’t, but I recall that the RFC used to 
have on its Board the Federal Reserve and the Treasury represented. 

I don’t know whether theirs was established by Reorganization 
Plan No. 1 of 1951 or not. Of course, ours is. 

As I have expressed before, the Loan Policy Board serves a very 
useful function. It was thoroughly discussed by Congress at the 
time the Small Business Act was first considered, and it was felt 
that there should be close liaison between SBA and the other agencies 
that had either a broad fiscal responsibility or other areas of re- 
sponsibility in the same general field. 

I have found that having representatives of Treasury on Loan 
Policy Board meant, in some cases, that I had quick access to Gov- 
ernment policy and information and assistance from the Internal 
Revenue Bureau, from other departments which might not have been 
as readily available, I will say, if there was not this close association. 

In the case of Commerce, there are many of their activities that are 
closely related and where they could be of great assistance. 

I think it is important to both agencies that they have a knowledge 
of the other’s activities. 

Tt has been possible for me to obtain studies from both Commerce 
and Treasury that have been helpful in bearing on policy that might 
not have been so readily available, and I don’t think they would have 
been so readily available, if it was a board confined solely to SBA. 

T think the tendency of a board that is all in one agency is that it 
merely becomes the creature of the head of the agency, and that is not 
what you want a policy board for. You want their objective advice 
and opinions, and not in the sense that you want to vote “yes” or “no” 
on every issue, but you want to develop policies, which sometimes is 
done by lengthy studies and by discussions extending over a longer 
period. 

T have had a pleasant and helpful experience with the Loan Policy 
Board, and I wish to be as emphatic as I can in saying that I think it 
is the best way that this loan program could be conducted. 

The men on it have uniformly had a wide experience in small busi- 
ness and been interested in it themselves. The makeup of the present 
board, when Mr. Robbins sits with us—he is a banker of vast ex- 
perience, thirty-odd years’ experience—and while I have had some ex- 
perience with financial matters myself, I think that Mr. Robbins’ back- 
ground is such that he has been very, very helpful. 

Mr. Mueller, who frequently represents Commerce as Mr. Weeks’ 
designee, has been a businessman, the head of a furniture manufactur- 
ing company, a very fine one. He has been the president of the Furni- 
ture Manufacturers Association, has been on the board of directors of 
a fine bank in his home community—and those men have been as 
interested in every respect as I have been to see to it that policies that 
we used were wise ones and ones that would supply the credit needs of 
small business in areas where they actually need it. 

I don’t think that a board is one that will merely make exceptions 
to a rule whenever an unusual case comes up. You want to set wise 
policies that are too detailed for Congress to consider individually 
and put into a law. 

This is a delegation that has been given to the Loan Policy Board, 
and I believe it is the best way that the function can be carried on. ~ 
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Mr. Rrentman. You well know, Mr. Barnes, that prior to the pres- 
ent time at least, this subcommittee, after studying the activities of the 
Loan Policy Board, has recommended its elimination. 

I think we had definite and sound reasons for our suggestions and 
recommendations. 

Let me ask you this, and this is not saying one word with respect 
to the qualifications of the gentlemen you have spoken about and their 
experiences and background, but this is an agency dealing with small 
business, and I am talking about the man that operates w ith 10, 15, 20, 
or 30 employees or sometimes 1 or 2. 

What would be your reaction to having a board composed of your- 
self with some small bankers, maybe 2, and 2 small-business men ? 
I am talking about small-business men, not men who have been in the 
manufacturing of great quantities of some particular item, nor am I 
saying anything against Mr. Mueller as a manufacturer of furniture 
because I don’t know anything about his background nor how large 
an operation it is. 

It seems to me if we are going to get the basic needs and have the 
policies and the programs for loaning to these people, we have to get 
down to the grassroots. We should obtain advice from those who know 
something about what it is to meet a payroll of 8 or 10 people and to be 
able to carry on a small operation. 

And in the banking end of it, we can draw on the experience of a 
small banker or two small bankers. One m: ay be in the eastern part 
and one in the western part of the United States. They have dealt 
with small business and know something of their needs. In this way 
it would be helpful to the men in the higher echelon who probably— 
and may I say this in the kindest manner—feel that they have an 
interest and are willing to expose it to the best of their ability, but 
have never had that actual experience. 

That is a long statement, but I am vitally interested in the Loan 
Policy Board. 

Mr. Barnes. At the present we have a National Board of Consult- 
ants. There are about a third of them, I would say, that are bankers 
or have a financial background. The rest are for the most part busi- 
nessmen or professional men. They meet twice a year and they are 
given ample opportunity to know what our policies are through our 
field offices, and they make recommendations to me and to the Loan 
Policy Board. 

I feel that we have that relationship with the business community 
through that group. The functions of a board, which is to determine 
in effect what is in the public interest and what isn *t, it seems to me, 
can be best performed by people who have taken an oath of office and 
who are responsible to the Government and who have a broad ap- 
proach to the problems that such a board must deal with. 

I repeat that I think the present composition of the Board would 
be a more effective way of carrying on the function than the type of 
board you describe, sir. 

Mr. Rrenuman. I understand you do have this advisory group 
throughout the United States of America and it is composed of small- 
businessmen and of bankers. 

But they meet twice a year. As I understand it, you have a policy 
board meeting about once a month. 

Mr. Barnes. Yes, sir. 
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Mr. Rreni~Man. You discuss these problems. I don’t feel, and I 
say this kindly, too, that that type of information, flowing into 

W ‘ashington at periods of every 6 months, is a very effective way of 
getting ‘the knowledge and the information that we need from the 
grassroots. 

My own personal feeling is—and I know some of the men that are 
on this advisory board, some of the fine people in my area—that if 
you have this advisory group, I can’t see the need for the Board acting 
every month unless you bring in information from this group that is 
going to be effective to the Board. 

I just can’t come to the conclusion that if we are going to have an 
effective Loan Policy Board, that we shouldn’t have on that Board 
men with greater experience in the field of small-business operations, 
banking and camolie operating small businesses throughout the 
country. 

I want to ask just one more question and then I am all through. 

Possibly this is the first time you have heard such a recommendation 
or perhaps you have heard of it before. 

May I ask you this: Would you be vitally opposed to a board being 
composed of people such as I have suggested ? 

Mr. Barnes. Yes, sir, I would; and for the reasons that I have 
given. 

I have had nothing but satisfactory, effective, and, I think, efficient 
relations with the other members on this Board, and it has been the 
type of a board to which I could appeal, either formally or informally, 
and through which I could get assistance sometimes and advice on not 
only administrative matters but on the policy things that you do not 
want to confine yourself to in a single agency. 

I just can’t, in good conscience, say that 1 think anything else would 
be as good. 

Mr. Rrenuman. All right, let me ask you another question. 

If, in the wisdom of this subcommittee, it recommended to the 
Bant*ag and Currency Committee that this type of Loan Policy Board 
be instituted and if the law provided for this type, do you feel that it 
would jeopardize in any way the activities of SBA and its loaning 
policies and program ¢ 

Mr. Barnes. You mean the type of board that you suggest? 

Mr. Rreuiman. Yes. 

Mr. Barnes. That is a very difficult question for me to answer. I 
feel the Administration would oppose it. 

Mr. Rieutman. I presume the Administration might. But person- 
ally, Mr. Barnes—and I am not trying to force you into an embarrass- 
ing position, I don’t want to do that—but with your knowledge, acting 
as Administrator, if you had good, efficient and experienced men on 
that advisory board in the field of banking and in the field of business 
to assist you in coming to conclusions as to what your lending 
policies would be, do you | feel that it would jeopardize your activities 
or the Small Business Administration’s activities ? 

Mr. Barnes. I think “jeopardize” is too strong a word, Mr. Riehl- 
man. Let me put it this way. I really hate to answer this question. 

Mr. Rreximan. I am not going to force you to answer it. 

Mr. Barnes. If I may go off the record and answer it. Then if you 
want my answer to go in the record, I will put it in. 
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Mr. Mutrer. Maybe Mr. Barnes had better think about it further. 
If you give it off the record somebody may quote it and then nobody 
will find anything in the record to support it. This should be on our 
record. 

Mr. Barnes. Actually I believe such a board would be more restric- 
tive than the present board. I have the greatest respect for bankers 
generally. My family were all bankers, but the type of man that you 
are likely to end up with on that board, a board such as you describe, 
because you put a successful small-business man on a board, you don’ t 
put a failure, and if he is successful he judges other people by himself. 

Likewise, the type of bankers that go on that board 

Mr. Rirnuman. I would have to ‘disagr ee with you on that from 
my own personal experiences. I have had a little bit of experience 
in banking myself and I have had a little bit to do with small-business 
people. T had to learn in the early days what a dollar really meant 
and how I earned it and how I met my payroll. 

Through the years as a director of a bank and other loan boards, 
I have tried to ‘apply that same policy and feeling to every person 
that came before that bank board for a loan. Not just because I had 
made a partial success, but I tried to apply the same problems which 
confronted me in my experiences in getting started to those confront- 
ing a young man when he came for a loan. 

I can’t conceive of people having that type of experience not under- 
standing and being completely sympathetic with the problem con- 
fronting thisman. That 1s why I feel so keenly about it. 

As I say again, I am not trying to force you into making any de- 
cision or to make a statement on it. It is something that I have sug- 
gested and about which I feel very keenly, and I still feel, Mr. C hair- 
man, that it is a good possibility that this committee might like to 
recommend something along that line, because we have been opposed 
to the Loan Policy Board and we recommended against it in the last 
Congress. 

Mr. Motrer. I would go one step further and say regardless of 
the feeling of this Administration I think this committee is again 
going to renew the recommendations it has heretofore made unani- 
mously on that question. 

Mr. Sre.y-Brown. Could I ask a couple of questions? I think 
we could probably get a yes or no answer. 

Is it not a fact, Mr. Barnes, that the Administrator, or you as Ad- 
ministrator, have the sole and final responsibility in the authorization 
of any loan? 

Mr. Barnes. Yes, sir. 

Mr. Srevy-Brown. Can you not in your capacity as Administrator 
make a loan to any type of business institution engaged in trade or 
commerce if you conclude that the requirements of ‘the act have been 
properly met ? 

Mr. Barnes. Yes, sir, and the loan policy statement. 

Mr. Srety-Brown. What I am getting at is this: Does the Loan 
Policy Board act in any more than an advisory capacity ? 

Mr. Barnes. That is all, sir. It makes a broad policy statement 
and we 

Mr. See.y-Brown. Which you may or may not accept ? 

I mean, is there anything in the act that forces you to follow their 
advice necessarily ? 
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Mr. Barnes. I think that the decision of the Board on a matter of 
policy is legally binding on us because it gets into this determination 
of what is or is not in the public interest. 

I won’t go against the Loan Policy Board’s clearly stated policy. 
There are sometimes gradations of borderline cases, and I don’t like 
to go before the Board with ev ery little deviation of policy. 

They are busy men, and we take up broad policies that can be 
applied to a great many types of cases. 

Mr. Srety-Brown. As you well know, in Congress there is what we 
call the intent of the Congress, which would be very similar, if you 
will, to the intent of the advisory board. 

Mr. Mutter. May I suggest that this goes beyond that. We wrote 
into the law as it exists today, over the protest of many—we haven’t 
been able to take it out despite the recommendations of the full com- 
mittee—the provision of law setting up this Loan Policy Board, and 
I think Mr. Barnes must follow the policy as laid down by that Board. 

Quite apart from the legal requirement that he follow the general 
policies laid down by the “Board, I think the President would very 
quickly 1 remove him if he didn’t follow the Loan Policy Board. 

So, in addition to the legal prohibition against his violating the 
Loan Policy Board’s regulation as to broad. policy, I think he has 
the practical situation that confronts him, too. 

Mr. Barnes. The exact statute says as follows: 

The Loan Policy Board shall establish general policies (particularly with ref- 
erence to the public interest involved in granting and denial of application for 
financial assistance by the Administration and with reference to the coordina- 
tion of the functions of the Administration with other activities and policies of 
the Government) which shall govern the granting and denial of application for 
financial assistance by the Administration. 

Mr. Mutter. To take a specific example, the Loan Policy Board 
now has prohibited the making of loans to anybody engaged in the 
liquor industry, am I right, sir : 

Mr. Barnes. Yes, sir. 

Mr. Mutter. Therefore, you would not even take an application 
from anybody in the liquor industry whether a distiller, a wholesaler, 
a jobber, or a retail store ? 

Mr. Barnes. That is correct, except that this policy then has been 
interpreted to mean—in fact, it means if the major portion of their 
income is from the liquor business. 

Mr. Murer. Yes. 

Mr. Barnes. So that if it is a restaurant and the sale of liquor is 
only incidental to the principal business of the applicant, then this 
policy doesn’t preclude the consideration of that application. 

Mr. Muurer. Another instance of that is the Loan Policy Board, I 
think, has issued a regulation that there will be no loans for recrea- 
tional facilities. 

Yet, you have made an exception, in accordance with Loan Policy 
Board regulations, that a theater could qualify. 

Mr. Barnes. Yes, sir. This may seem a curious decision that one 
arrive at, but in connection with the four-wall theaters, there is a 
definite public interest by reason of the fact that in many communities 
it is a focal point for a shopping center in a community. 

The window advertising has a definite economic value around a 
theater, and it increases the land value all the w ay around. 
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This meant to us that a four-wall theater in a city had this type of 
public interest which we couldn’t find at least in connection with the 
drive-in theaters. 

Mr. Muurer. Mr. Barnes, they are now reading a bill under the 5- 
minute rule and we have been advised that it is necessary for us to 
go to the floor. 

What would be your convenience, to come back tomorrow morning 
or to skip tomorrow altogether or to come back tomorrow afternoon ? 

We had Mr. Robbins, Assistant Secretary of the Treasury, and Mr. 
Mueller, Assistant Secretary of Commerce, who were supposed to 
testify this afternoon. 

Suppose we do this, Mr. Barnes, if it meets your convenience: 

We can have Mr. Robbins and Mr. Mueller tomorrow at 10 and then 
you will follow them at 11. We don’t know yet what the situation 
will be on the floor tomorrow afternoon, so there is no point in saying 
now whether we can sit tomorrow afternoon or not. 

The chances are we may not be able to. We may have to be on the 
floor all afternoon. 

Suppose we leave it that way then. If you will return here by 
11 tomorrow, I think you will be in ample time. 

(Whereupon, at 4 p. m., the committee adjourned, to reconvene at 
10 a.m., Wednesday, March 27, 1957.) 
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WEDNESDAY, MARCH 27, 1957 


Unirep States House or REPRESENTATIVES, 
SreLtect CoMMITTEE ON SMALL Busingss, 
SuscoMMirree No, 2, 
Washington, D.C. 

The subcommittee met, pursuant to adjournment, at 10 a. m., in 
the committee room, George Washington Inn, Washington, D. C., 
Hon. Abraham J. Multer, chairman of the subcommittee, presiding. 

Present: Representatives Multer, Yates, Seely-Brown, and Riehl- 
man. 

Also present: Irving Maness, subcommittee counsel; Victor P. Dal- 
mas, advisor to the minority; and Katherine C. Blackburn, research 
analyst. 

Mr. Moutrer. Good morning, ladies and gentlemen. We are ready 
to start. 

We have with us this morning Congressman Sidney Yates, of Illi- 
nois, Congressman Seely-Brown, of Connecticut, and the staff mem- 
bers who were with us yesterday. The other members of the commit- 
tee, we are assured, will join us as the morning progresses and as 
their other committee assignments permit. 

We have, unfortunately, been required to revise our program some- 
what as to the time schedule because of the legislative program on 
the floor. We will not be able to sit this afternoon because the House 
will be in the Committee of the Whole, considering an appropriation 
bill under the 5-minute rule. 

Accordingly, we will hear this morning Assistant Secretary Rob- 
bins, of the Treasury; Assistant Secretary Mueller, of Commerce ; and 
then to the extent the time permits we will resume the testimony of 
Mr. Barnes, the Administrator of the Small Business Administra- 
tion. I don’t think we will be able to hear any of the other witnesses 
that were scheduled for this morning. They were Mr. McKellar, 
Director of Small Business of the Department of Defense; Colonel 
Fregosi, chairman of the Armed Services Procurement Regulations 
Committee of the Department of Defense; Mr. Weddell, Small 
Business Adviser, Department of the Air Force; Mr. Askins, Small 
Business Adviser, Department of the Army; and Mr. Read, of the 
Atomic Energy Commission. They will be rescheduled to appear 
probably Tuesday, Wednesday, and Thursday of next week, which 
is April 2, 3, and 4. Those hearings will take place in the caucus 
room of the Old House Office Building across the street. 

We will try to hear tomorrow Congresswoman Church, of Illinois; 
Congressman Coffin, of Maine; Mr. Floete, Administrator of the Gen- 
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eral Services Administration; and Mr. McKellar, Director of Small 
Business of the Department of Defense. Captain Curtin and Mr. 
Burger, who are now scheduled for tomorrow, we may not reach. 
Mr. Burger is not in the room at the moment. If Mr. Burger’s con- 
venience will permit and he can attend tomorrow we will try to get 
to him tomorrow, but we cannot be sure that we will be able to reach 
him. 

I think we can start the session this morning with Secretary 
Robbins, if he will come forward. 


STATEMENT OF LAURENCE B. ROBBINS, ASSISTANT SECRETARY 
OF THE TREASURY 


Mr. Mvutrer. Good morning, Mr. Robbins. 

This is Laurence B. Robbins, Assistant Secretary of the Treasury. 
We are pleased to have you with us. You may read your statement 
or have it inserted in the record and summarize it, as you please. If 
you so desire we will withhold questions until you complete your 
statement. 

Mr. Rossrns. With your permission, I should like to read my state- 
ment and then I shall be very glad to answer questions. 

Mr. Chairman and members of the committee, I am glad to have 
an opportunity to appear before this committee in connection with 
its current study of the operations of the Small Business Administra- 
tion. I am interested in the problems of small business and have 
followed them closely, especially in the financial area, through my 
service on the Loan Policy Board of SBA as the designated repre- 
sentative of the Secretary of the Treasury. 

I assume that my membership on that Board is the principal reason 
for your invitation to me to appear here. Therefore it seems appro- 
priate to make a few comments about the philosophy of the Board, its 
approach to SBA problems, what it does and how its decisions are 
reached. 

Under the statute, the Board is required to— 
establish general policies (particularly with reference to the public interest * * * 
and with reference to the coordination of the functions of the Administration 
with other activities and policies of the Government) which shall govern the 
granting and denial of applications for financial assistance by the Administra- 
tion. 

The Board takes its duties seriously, and in all its deliberations 
endeavors conscientiously to discharge fully its statutory responsi- 
bilities. In its interpretation of the public interest the Board seeks 
guidance from the legislative history of the Small Business Act and 
from the hearings and reports of this and other committees interested 
in small business. 

It should be clearly understood that the Board does not supervise 
the administration of SBA, nor take any part in its management or 
operations, nor pass on credits generally, nor on any individual loan 
application. These functions are solely the responsibility of the 
Administrator. When the agency was established the Board agreed 
on a loan policy statement which defined the areas within which 
financial assistance, in its judgment, would be and would not be in the 
public interest. That statement, as new developments have occurred 
and conditions have changed, has been revised from time to time, 
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always in the direction of increased liberality. It has proved to be, 
as it should be, a fluid document. 

The Board has been criticized on the ground that by reason of its 
composition the policies, operations, and even administrative deter- 
minations of SBA are dominated and controlled by the Departments 
of the Treasury and Commerce to the detriment of small business. 
Mr. Barnes has testified repeatedly that this is not the case, and 
that on the contrary the Board is extremely helpful. Policy and other 
questions do not come to the Board to be determined forthwith by a 
vote resulting, as some would have it, in a 2 to 1 ruling against the 
Administrator. The Board functions in the same way as a typical 
board of directors. Questions are brought to the Board for discussion, 
when developments have suggested the desirability of a reexamination 
of certain established policies, or when the application of policies to 
certain types of business is not clear, or when the element of public 
interest seems to require further interpretation. Each question is 
fully explored. Sometimes the Board feels that further study is 
needed and that a staff analysis and report would be helpful. In such 
a case staff members of Treasury and Commerce may be asked to 
assist. In any event, full discussion of all the factors involved, 
bringing to bear on the problem the judgment and experience of all 
the members, has always, to date, resulted in a unanimous agreement. 
Board meetings usually last about 2 hours, and there are frequent con- 
versations and consultations between scheduled meetings. 

In addition to the establishment of general policies in the public 
interest the Board provides a liaison with Treasury and Commerce 
which not only serves the second statutory purpose of coordinating 
the functions of SBA with other activities and policies of the Govern- 
ment, but makes available to SBA the knowledge, experience, and 
facilities of both Departments and the benefits, not to be dismissed 
lightly, of the studies and analysis of their technical staffs in the fiscal, 
economic, and commercial fields. 

Mr. Mutrer. Thank you, Mr. Robbins. 

Mr. Seely-Brown. 

Mr. Srety-Brown. I was wondering if it might not be better to 
hear both of the members of the Board testify and then question both 
of them. 

Mr. Mutter. Mr. Yates, do you approve? 

Mr. Yates. That satisfies me, Mr. Chairman. 

Mr. Murer. If it is all right with you, Mr. Robbins, just stay at 
the table and Secretary Mueller, will you come forward, please? If 
you have no objection, I think it may be wise to proceed that way. 

We are glad to have you with us, Mr. Secretary. You, too, may 
present your statement or summarize it, as you please, and then we 
will address questions to both of you. 


STATEMENT OF FREDERICK H. MUELLER, ASSISTANT SECRETARY 
OF COMMERCE 


Mr. Mueuter. Thank you, Mr. Chairman. This is a very unique 
experience to have a sort of a dual appearance before a committee of 
this kind, At least it is my first experience. 

I have a very short statement, Mr. Chairman, and I believe it will 
save time if I do read it. 
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I am glad to have this chance to talk to this committee about the 
activities of the Small Business Administration. As the Secretary’s 
representative on the Loan Policy Board, I have given considerable 
attention to policy questions that have arisen in the administration of 
the act. This close contact with the problems of SBA has made clear 
the very difficult role which it plays. I want to bring this home to 
this committee. Entrusted as it is with the responsibility for lending 
taxpayers’ money only when the public interest would be served woul 
be difficult enough but there are superimposed on SBA further re- 
quirements that (1) the loans must be of sound value, and (2) money 
must not be available from private sources on reasonable terms. To 
qualify for a loan it must be demonstrated that efforts have been made 
to obtain the money from private sources and such efforts must have 
been unsuccessful. At this point SBA may step in with the taxpayers’ 
money. Experience has shown that if the SBA does not make loans 
it is under considerable pressure and criticism as failing to help small 
business. If, however, the organization were to relax its strict con- 
cern for public interest aspects or for the provisions requiring only 
sound loans to be made, there would be immediate and proper criticism 
as occurred in the case of the RFC. 

Under these circumstances, the record of SBA in disbursing $219 
million in loans as of February 28, 1957, and its chargeoff as loss as 
of the same date of $83,278 is truly praiseworthy and remarkable. 

I would like to inform this committee concerning the type of con- 
siderations that are taken up by the Loan Policy Board. Such criti- 
cism has been leveled at this Board. I believe most of this criti- 
cism arises from a lack of knowledge of what the Board does and 
the part which it plays. I have undertaken in the past to make it, 
clear that this Board does not pass on individual applications, that 
the Board has always acted unanimously rather than on a 2-to-1 vote, 
and that the Board serves as an ideal device to keep the Secretaries 
of Treasury and Commerce advised as to the problems of SBA. 

To use the language of the act, the Board establishes general poli- 
cies to govern the grant or denial of applications for loans giving 
particular attention to the public interest involved. To establish 
these policies we have searched the records for congressional expres- 
sions of opinion concerning the type of loans which would be in the 
public interest. After study of committee discussions and congres- 
sional investigations of RFC operations, we believe we can properly 
interpret the will of Congress in our analysis of what is determined 
to be in the public interest. In this manner we arrive at an opinion 
that certain types or categories of business, though perfectly legal, 
may not qualify for loans of taxpayers’ money as not being in the 
public interest. 

The Board also occasionally informally serves the Administrator 
of the SBA as a means of counsel and guidance on matters not only 
of direct concern from a policy standpoint but also in closely related 
matters. For instance, at the time floods struck California, and the 
President designated the section as a disaster area, loans under the 
program were required promptly and humanely so that the work of 
restoration could proceed without delay. The SBA cannot be staffed 
adequately to cope with such emergencies on a moment’s notice. Mr. 
Barnes wisely determined to use the personnel and facilities of the 
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banks of the area to cope with the situation subject to approval of a 
district loan officer. 

It is my hope that the Congress and the public generally will be- 
come increasingly aware, as I have in wor king deat with the Small 
Business Administration, of the difficulties facing the organization 
and of the conflicting premises which it must face in undertaking to 
lend public funds in a manner consistent with the public interest. 

I believe the Loan Policy Board as presently constituted makes a 
very real and considerable contribution to assisting and advising the 
Administrator of the Small Business Administration in formulating 
overall policies consistent and in harmony with the will of Congress. 

Mr. Mourter. Thank you, sir. 

Now, Mr. Seely-Brown. 

Mr. Seety-Brown. Well, I would like to ask Mr. Mueller a ques- 
tion. On page 3 of your testimony, sir, at the bottom of page 2 and the 
top of page 3, you mention the work done by the Small Business Ad- 
ministration in the flood and disaster areas. Of course, I am well 
aware of the work you did in New England when we had the same 
type of disaster which they had in California, but did the decision, 
which Mr. Barnes very properly made, to use the facilities of the 
banks to expedite the granting of disaster loans, did that decision 
have to be cleared with the Policy Board ¢ 

Mr. Mvetrer. No. 

Mr. Seety-Brown. Doesn’t he have that right under the disaster 
clause of the law anyhow ? 

Mr. Muetter. I would assume he did have, Mr. Seely-Brown, but 
I believe Mr. Barnes likes to feel that anything that might have the 
color of being a policy decision, he likes to discuss the matter, as both 
Mr. Robbins and I have testified and I assume Mr. Barnes has. We 
have frequent telephone conversations with respect to things of this 
nature, and Mr. Barnes discussed the matter with us, and we whole- 
heartedly agreed that that was the way to proceed. 

Mr. Srety-Brown. Sir, I have another question, and I can assure 
you it is a friendly question, although it may not seem to be such. 
You are certainly well aware of the fact that there has been opposition 
in the Congress to the Loan Policy Board being continued. I believe 
I am accurate when I report there is a certain amount of opposition 
to the need for the Loan Policy Board being continued. I believe I 
am accurate when I report there is a certain amount of opposition to 
the need for the Loan Policy Board. 

In connection with that, since you have the public interest as a very 
real part of your responsibility, would it aid you possibly if the Loan 
Policy Board had its membership increased with the possible addi- 
tion—and I am just mentioning a possibility—with the possible addi- 
tion of two members, if you w ill, added not from a department of the 
Government but from civilian life, in the way of a banker who had 
had particular experience with small business or a manufacturer or a 
businessman who was operating a small business? Would the addi- 
tion of men like that or women like that to your Board be of help or 
would it handicap your work ? 

Mr. Mvuetter. I will have to just answer that off the cuff, you might 
say. 

Mr. Yarrs. Without consultation with the Policy Board? 
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Mr. Murtier. No, I don’t need that, sir. I don’t believe I do. 

Surely the more minds you can get bearing on a problem, the more 
accurate your final determination should be. Just like in the Congress 
you have a large unwieldly body that you must break up into small 
committees. To have a large or a larger Loan ae Board that 
might not be resident in Washington would present difficulties. We 
meet frequently. We meet once a month regularly. We have meet- 
ings between that time. We have frequent telephone conversations. 
If that has to be cleared with people all over the country from an 
administrative side that would be rather difficult. 

Now, I think both Mr. Robbins and I have had considerable experi- 
ence. I don’t say at least as far as I am concerned that I set myself 
up as an authority. Ihave been a manufacturer for over 40 years. I 
have been a member of the executive committee of a bank loaning 
money primarily to small businesses, and in that way I believe that 
insofar as I am concerned I do have a very sincere feeling for small 
business. I have been in small business myself. So that to answer 
specifically, I do not believe anything would be added. 

The Small Business Administration has an Advisory Board that 
they call together at certain intervals. That Advisory Board is avail- 
able to Mr. Barnes and his associates for the determination of an 
overall policy or recommendations to him that he may seek from them. 
I would assume that if he felt there was some overall determination 
with respect to loan policy that he would present such a request to them 
for their opinion, and after having gotten that opinion he would pre- 
sent it to the Loan Policy Board. 

Mr. Szety-Brown. Well, you see, sir, what I am doing is expressing 
the concern which is frankly being expressed to me by a good many 
people, namely, the difficulty for John Q. Citizen to bring a matter of 
policy in person to the man who makes that policy. I think my col- 
leagues would agree with me that that is the complaint that all of us 
get. It is not a partisan complaint. It happens all of the time, and 
my only feeling was that possibly the addition of two other members 
who would, if you will, be back in the field all of the time, meeting with 
these problems and coming to Washington for your Policy Board, 
whether or not that would help your work, or, as you suggest, it might 
not serve a useful purpose, but at least I wanted to bring it out. 

Mr. Rogsins. Mr. Chairman, may I comment on that ? 

Mr. Muurer. Please, Mr. Robbins. 

Mr. Rossrns. As Mr. Mueller said, the Small Business Administra- 
tion has an advisory board which has a national membership and is 
composed of bankers and small-business men. ‘They meet periodically. 
They make a great many suggestions to the Small Business Adminis- 
tration which ultimately flow to the Loan Policy Board. 

In addition to the national committee, there are regional commit- 
tees, a committee in each one of their districts where there is a district 
office, and they meet periodically with the regional director. Through 
those mechanisms the point of view of the bankers and the small- 
business men in various areas are brought to light and fully explored. 

I think that if any such members were added to the Loan Policy 
Board, which under the statute is charged with the responsibility for 
determining the public interest, and this means the interest of the 
United States Government and the taxpayers, and in addition to that 
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the responsibility to coordinate SBA’s functions with those of other 
Government agencies, they would not be in a position to make a con- 
tribution from that standpoint, and administratively it would be very 
difficult to handle. 

Mr. See.y-Brown. Are you confident, sir, in your own mind that 
the pipeline is, if you will, direct enough between the actual problem 
which the small-business man faces and your Loan Policy Board? 

Mr. Rosstns. Well, I am confident; yes, sir, and I think there are 
several instances of that. There have been very specific cases before 
the Loan Policy Board where the members of the Board have been 
‘alled on individually and received letters from the people who have 
vases to present and there have been some cases where the people have 
been permitted to appear before the Loan Policy Board to state their 
positions directly. 

Mr. Srety-Brown. Other than representatives of the Government 
agencies ¢ 

Mr. Rossrns. Other than representatives of the Government. 

Mr. Seeiy-Brown. That is all, Mr. Chairman. 

Mr. Mutrer. Mr. Yates. 

Mr. Yates. Mr. Mueller, as part of your statement you stated that 
under the law, in order to qualify for a loan, it must be demonstrated 
that efforts must have been made to obtain money from private sources 
and such efforts must have been unsuccessful. In your opinion, is that 
a good condition ?¢ 

Mr. Muetter. I think so. I feel that private money in the final 
analysis is the best way that any business can be financed, and we must 
recognize that the Small Business Administration as a lending agency 
is not a competitor with banks. It supplements what the banks are 
unable to do for one reason or another. 

Mr. Yates. Does that restrict the Small Business Administration ? 

Mr. Muetter. I don’t think so because I believe this is administra- 
tive, that banks actually turning down these loans is a requirement 
before the loan is cotetddiad. 

Mr. Rossrns. Mr. Chairman, may I make a comment on that? 

Mr. Mutter. Yes, certainly. 

Mr. Rossrns. In the first place, this is not an unusual require- 
ment. The same thing was true in the case of the RFC and the same 
thing is true in the authority to make loans under the Defense Pro- 
duction Act. I think that the philosophy behind it is that the Gov- 
ernment sets up these lending agencies to serve if private lending 
institutions can’t or won’t for some reason or another provide the 
funds, but it is not intended to compete with them or to replace them. 

I think rather than handicap the Small Business Administration, 
it helps them. I think if it weren’t for that, if they didn’t have that 
requirement in the law, the Small Business Administration would 
have many more applications than it has and the drain on the tax- 
payer’s money would be greater than it is. 

Mr. Yates. As a matter of fact this condition is almost met auto- 
matically today, isn’t it? Money is not available from private bank- 
ing sources on reasonable terms for small businesses. 

Mr. Rogprns. No, it is not met completely; no. Of course, in the 
present tight money situation there has been some change, but Mr. 
Barnes testified yesterday that for a period—I am not sure whether 
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it is the entire period of SBA to date or not—something like 72 per- 
cent of the commitments made by the Small Business Administration 
were in deferred participation in loans made by banks. Now, that 
percentage in the last year has declined because banks have been 
loaned up and haven’t been as eager to take on new loans, but the 
ercentage is still very substantial. It is still over 50 percent, accord- 
ing to the last figures I have seen. 
fr. Yates. Has the Loan Policy Board made any statement with 
respect to what are reasonable terms? That condition requires the 
applicant to go to a bank first and if he cannot obtain money on 
reasonable terms, he then can go to the Small Business Administra- 
tion. As of this time what are reasonable or unreasonable terms? 

Mr. Rossrns. As far as reasonable terms are concerned, I think 
and I believe the feeling of the Board is that is largely an admin- 
istrative matter. The Board, however, did 

Mr. Yates. You mean this is not a matter of policy by the Policy 
Board ¢ 

Mr. Rosgrns. Reasonable terms? 

Mr. Yates. Yes, you said that is an administrative matter. 

Mr. Rossrns. I am limiting my statement now to the term “rea- 
sonable terms.” The Board has determined that a prospective bor- 
rower, in order to satisfy the Administration that he is unable to get 
money from private sources, must submit a letter from his own bank, 
if it is a relatively small town, or from two banks, if it is in a larger 
town, or if it is a loan that exceeds the legal limit for the bank, 
then a supplementary letter from the bank’s correspondent saying 
that the loan will not be made. 

Mr. Yares. Your example, I think, was premised on the fact that 
the loan wasn’t available to them on any terms. You stated that 
an applicant must get a letter from 1 bank or 2 banks, depending 
on the size of the community, to the effect that he cannot obtain a 
loan from the bank. That isn’t quite what the statute says. The 
statute says “under reasonable terms.” In order that we may be 
clear on what our definition is, what do you understand to be rea- 
sonable terms? 

Mr. Rossrns. I think that in the usual cases when the loan comes 
to the Small Business Administration there is evidence that the ap- 
plicant can’t get a loan on any terms. 

Mr. Yates. Well, that isn’t the same thing as the statute says, 
though; is it ? 

Mr. Mouurer. May I just interject here? What is reasonable in one 
locality may not be reasonable in another. What is usual practice 
in the Far West as far as the interest rate is concerned is not usually 
the same as it is in the East or in other sections of the country. 

Mr. Yates. But the Small Business Administration has one stand- 
ard of interest for the whole country. 

Mr. Muetirr. Because we cannot, in our opinion, recommend to 
the Small Business Administration that they have a difference in rates, 
because, after all, this is 1 Government and for the United States Gov- 
ernment to have 1 rate in 1 locality and another rate in another would 
be a very difficult determination. 

Mr. Yares. I think we are going afield here, Mr. Mueller. Let’s 
get back to my original question. Has the Policy Board attempted 
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to define what is meant by the phrase “reasonable terms” as it appears 
in the statute ? 

Mr. Muetier. I don’t believe that we have. 

Mr. Rogerns. I think the answer to that is “No,” not specifically. 

Mr. Barnes. May I answer that? 

Mr. Murer. Yes, surely. 

Mr. Barnes. By the term “reasonable terms” ordinarily you think 
of it as the term during which the loan will be in existence or the 
interest rate. Now, there is not much flexibility in interest rates. The 
only time that this question usually arises is in connection with certain 
types of loans, usually where there is a factoring and where the 
interest rate is quite high and the question comes to us, does the man 
who has credit available from private sources, factoring the loan, we 
will say, and is paying an interest rate from 10 to 18 percent, have 
credit available on reasonable or unreasonable terms in view of the 
type of business, the risk involved, the amount of work that the lender 
has to do. Now, this is an administrative question that I have never 
brought to the Policy Board, because it is a determination that has 
to be made in each case on the basis of a study of the particular type 
business the man is in and the amount of work that the lender has 
to do, so that there is not any rule of thumb, I will say, that I have 
felt the Policy Board could give us which would be helpful. 

In many cases we have made a loan when the interest rate the bor- 
rower was paying, we felt, was so burdensome on the business that it 
was not making any money. That was the best evidence that we could 
see, but there is no schedule or rule of thumb that would be helpful 
in these cases. There is too large a variety of cases. So the answer 
would be that we have treated this as an administrative matter and 
have not attempted to make any general recommendation. 

Mr. Yates. If this is handled as an administrative matter, what 
considerations are turned over to the Policy Board for its determi- 
nation ¢ 

Mr. Barnes. We havea loan-policy statement. 

Mr. Yates. A loan-policy statement with respect to the amount of 
money that should be made available ? 

Mr. Barnes. No; with respect to eligibility for loans. 

Mr. Yarrs. What does that mean ? 

Mr. Rozgrns. With respect to the types of business in which loans 
are said to be in the public interest or not to be in the public interest. 

Mr. Sre.y-Brown. Will the gentleman yield ? 

If I remember correctly, an example of that was given by Mr. 
Barnes yesterday when he said that as a result of the decision of the 
Loan Policy Board, Small Business Administration money was made 
available for certain private nursing homes and hospitals within cer- 
tain conditions. In other words, there was a condition where the Loan 
Policy Board has said that we now believe SBA money can be made 
available for that purpose under certain conditions. They spelled it 
out in great detail yesterday. 

Mr. Yates. I don’t appreciate why this shouldn’t be in the province 
of the Administrator, too. If he determines what the reasonable terms 
for making the loans are in a particular instance why could he not in 
that instance determine that nursing homes should ‘4 able to obtain 
loans?’ Why is this a matter that goes to the Board rather than be 
the subject of his individual decision ? 
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Mr. Barnes. You are speaking to me? 

Mr. Yarrs. I would like somebody to answer it. If you want to 
answer it, I will be glad to have you doit. I don’t see the line between 
where the Administrator acts on his own and where he allocates some 
of the responsibility for the determination of what is reasonable— 
because in essence that is what your Board determines, too—which of 
these conditions he allocates to the Board and which he keeps for him- 
self, or I assume it is vice versa, which it, the Board, keeps for itself 
and which it allocates to the Administrator. 

Mr. Barnes. The statute itself sets the broad area within which 
loans can be made, but then delegates to the Policy Board the function 
of making a determination as to within that area which fields or indus- 
tries, types of business, are or are not in the public interest. 

Now, pursuant to that delegation the Loan Policy Board has issued 
a public statement of loan policy, which is in effect their judgment as 
to what is or is not in the public interest. While the statement is clear 
on its face, as you apply fact situations to it, in some instances it 
becomes less and less clear what is or is not in the public interest. 

I gave an example yesterday of the broad statement that loans for 
recreational purposes solely were not within—not considered eligible 
and not in the public interest, but there are many types of businesses 
that are partially recreational, but which have other elements that may 
outweigh the lack of public interest in a strictly recreational loan. 

Mr. Yates. May I ask a question at that point? May I interject? 

Mr. Barnes. Yes, sir. 

Mr. Yates. What about a movie theater, is that recreational ? 

Mr. Barnes. A four-wall movie theater is. 

Mr. Yates. I wonder why recreation is banned. Suppose a recrea- 
tional facility cannot get a loan ata bank. Recreation seems to me to 
be a perfectly good American activity. They can’t get a loan at the 
bank. Why shouldn’t they be able to go to you for a loan? 

Mr. Rogsrns. May I answer that? 

Mr. Yares. Sure. 

Mr. Rossrns. In a great many areas of the kind that you are talking 
about the line is not very clear, and that is one of them. 

Mr. Yates. Isn’t that where the Board should come in? 

Mr. Rogsrns. That is one of the functions where the Board has 
responsibility. 

Mr. Yates. Has the Board acted ? 

Mr. Mvewier. Yes. 

Mr. Rogsrns. In determining what is in the public policy, as I 
tried to say in my statement, the Board has given consideration to the 
legislative history of the act and to the discussions and debates that 
have taken place. Now, it is clear in some of the records that I have 
read of the discussions that took place at the time of passage of this 
act that it was not the intent of Congress to have the Small Business 
Administration make loans for purely amusement purposes. 

Mr. Yares. Wouldn’t that appear in the hearings? 

Mr. Roesrns. Yes, it appears in the hearings. 

Mr. Yates. And in the debate? 

Mr. Rogssrns. Yes; and also reference is made to loans to liquor 
businesses. 

Mr. Yates. Would you consider a golf course to be in that category ? 
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Mr. Rogstns. There you are. It is impossible to answer a categor- 
ical question now. Those are some of the problems that the Loan 
Policy Board has to deal with. 

Mr. Yates. Why is it impossible now? Suppose I were to give you 
the instance of a golf course filin ees fora loan. What would 
the Board do or what would the Administrator do? Suppose the 
company couldn’t get a loan at the bank—and yet, after all, the Pres- 
ident of the United States likes to play golf. Millions of people like 
to play golf. This is a very worthwhile activity. Why shouldn’t the 
company be able to get a loan from you if it can’t get one from a bank? 
What would you do in such a case? 

Mr. Rossrns. The Loan Policy Board would consider the matter 
and study it and arrive at some decision. 

Mr. Yates. Suppose you had the application now under existing 
standards, could the golf course get a loan? 

Mr. Rosprns. I can’t answer that. 

Mr. Yates. I will ask the Administrator. 

Mr. Barnes. No. 

Mr. Yates. This is purely for amusement ? 

Mr. Barnes. That is right. 

Mr. Yates. I thought it was for building up one’s health, too. 

Mr. Barnes. This 1s for one purpose, though. This is not a business 
reason. Now, a golf course run in connection, we'll say, with some 
other type of activity which was substantially closer to business, we 
would feel a loan could be made. 

Mr. Yates. You mean a golf course is not a business ? 

Mr. Barnes. That is right. 

Mr. Rosstns. A private golf course supported by membership 
dues ¢ 

Mr. Yates. A private golf course. I am not talking about a public 
golf course. 

Mr. Motrer. Call it semiprivate or semipublic. It is operated for 
profit by private people, so it is not supported by members. It is 
open to the public. Whoever wants to pay the daily fee to play there 
or seasonal fee can play there. In other words, it is not supported 
by membership dues. It is supported by the revenue of the general 
public who use the course. 

Mr. Barnes. I will amend my answer to say this, this is one of a 
number of types which may be a business but which may be ruled to be 
a business not in the public interest. It may be healthy. It may have 
all kinds of advantages in connection with the business, but 1t is not 
so clearly in the public interest. It may be healthy. It may have all 
kinds of advantages in connection with the business, but it is not so 
clearly in the public interest at least to the extent that you can say 
so clearly. 

Mr. Mutter. Well, should we argue now whether it is more in the 
public interest to keep our youth out in the open cn the golf course 
rather than in the enclosed four-wall theater ? 

Mr. Barnzs. No, I wouldn’t say that. 

Mr. Srety-Brown. By the same token we could ask a question, isn’t 
it more important to keep our people at work if there is money avail- 
able to provide jobs? 

Mr. Yates. What do you think about the President of the United 
States then? 
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Mr. Seety-Brown. That is fine. That is a luxury we all enjoy 
when we have the chance, but I think the fact remains if you have 
a limited amount of public money to make available the thing to do 
is to find out what is the best way to spend it. It is a tough decision 
for all of us. 

Mr. Yares. There are people that work on the golf course—greens 
keepers, gardeners, and caddies, and believe me, for some golfers 
it is work. 

Mr. Barnes. Mr. Yates, let me answer it this way. We have made 
loans to the manufacturers of athletic equipment, to retail stores 
selling all types of athletic equipment, including golf clubs, but when 
you get into the area of actually providing recreation we have not 
made any loans. There are certain ones that would be eligible. For 
instance a hotel, which was open all of the year around, and which 
had a substantial investment and provided a useful service function. 
If the golf course were operated in connection with it, it would not be 
ruled ineligible because there was the golf course, but you asked the 
question about the golf course alone. 

Mr. Yates. Yes. 

Mr. Barnes. What I think is behind this is the following: In the 
debates that took place at the time the Small Business Act was con- 
sidered, principally in the Senate, these matters were pretty thorough- 
ly explored, and argued, and discussed. The feeling was that as you 
get. into the recreational activities there are some that are so frivolous 
that it would be—— 

Mr. Yates. We are not talking about gambling activities now. 

Mr. Barnes. I realize that, but I am saying some recreational activ- 
ities would be so frivolous as not to justify the use of public moneys 
in connection with them. On the other hand, some types of recreation 
are so woven into the business and economic life that it can be justified. 

Now, this is the type of thing where if it is simple and clear we can 
decide it. If it requires a clarification of policy I bring it to the 
Board. I may make errors. Some things I possibly should bring 
to the Board which I don’t, but this seems to be a reasonable way for 
it to work. 

Another reason about recreational loans, if you want to get into 
the lending aspects of it, is in many of them it is very difficult to 
ascertain the credit factors. It is easier in many instances for a bank 
to make that type of loan than it is for us. 

Mr. YATES. But banks usually don’t make loans of this type, No. 
1, and, No. 2, in view of the fact that the banks don’t make loans of 
this ty pe, I don’t know why it shouldn’t be a reasonable activity for 
financing by the Small Business Administration, which leads me to my 
next question. 

Is there any way that any of the gentlemen on the Board can tell 
me where the line is drawn between the use of judgment on the part 
of the Administrator and where he must come to the Board? 

Mr. Muetier. That is a pretty fine line, again, Mr. Yates. This 
whole field is one of judgment. 

Mr. Yates. Iagree. I wonder if there is any need for the existence 
of the Board, whether they shouldn’t have a one-man administrator 
and give him the full responsibility, rather than having you fellows 
bat it back and forth to each other. 
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Mr. Mue.ier. We can get into quite a lot of detailed argument 
that comes before the Board. I will bring up one that hasn't been 
discussed. It is not believed to be in the public interest for the SBA 
to loan money to newspapers. 

Mr. Yates. That is understandable. 

Mr. Muster. What about television stations? 

Mr. Yates. That is understandable. 

Mr. Mvuetier. That is a matter that has been brought to the Board, 
and the Board is making determinations at the present time because 
there is a possibility, you see, that the television stations influence 
public opinion, and, of course, ’that is the reason w hy newspapers are 
not. included. 

Mr. Yarrs. Mr. Mueller, I point out to you, as I understand the law, 
a television station or the operator of a television station, before he 
can get his certificate from the Federal Communications Commission 
has to show financial responsibility and ability to carry on the opera- 
tions of that station. I don’t know why then he would have to come 
to the Small Business Administration. 

Mr. Mueuier. Well, he has. 

Mr. Barnes. Most of the UHF stations, many of them are not. 

Mr. Yates. I was thinking of VHF. 

Mr. Muetirr. You see what we get into. 

Mr. Yates. I wonder why you need a board to go over these ques- 
tions rather than an administrator. This is something the Admin- 
istrator could easily do. 

Mr. Murtirr. The Administrator could speak for himself, but if 
I were sitting in his shoes, I would like that determined by 2 or 3 
other people who have that responsibility, determined jointly with me. 

Mr. Yates. Leaving that for the moment, and I think it is probably 
a question that cannot have an exact answer. The only difficulty I 
have with it or the fault I see with it is the fact that as it exists 
now one cannot allocate responsibility exactly in the event that the 
statute is not carried out as Congress wants to see it carried out; 
namely, you on the Board occupy one position, the Administrator 
occupies another , and we don’t know which of you is responsible for 
failure to give loans under a specific situation. I think probably 
all we can do is look to the Administrator. The Policy Board itself 
is off in an ivory tower somewhere, really, and we just cannot look 
to them for the allocation of responsibilty. 

But in your statement you have this additional sentence, and I quote: 

If, however, the organization were to relax—the organization referring to 
SBA—its strict concern for public interest aspects or for the provisions requiring 
only sound loans to be made, there would be an immediate and appropriate 
criticism as occurred in the case of RFC. 

What do you have in mind when you say that ? 

Mr. Mvuetter. In other words, if we would be so loose in our lending 
as to assume——— 

Mr. Yares. What situation did you have in mind in the case of 
RFC? 

Mr. Mvetter. Well, the whole investigation of the RFC showed 
that—at least the reports that I have seen—there was money loaned 
that was not in the public interest. 

Mr. Yarrs. But they were isolated instances. 
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Mr. Mvuretiter. They were isolated instances. 

Mr. Yares. Let’s find out what loans you are talking about in the 
first place rather than talking generalities. 

Mr. Mvetier. Mr. Robbins at the present time is charged with the 
responsibilty of winding up the RFC. 

Mr. Roxssrns. Yes. It is certainly general public knowledge that 
at one time there was a great deal of criticism directed at the RFC 
of something which might approach scandal. You remember they 
talked about mink coats and various other things. 

Mr. Yares. That didn’t have anything to do with the loan itself. 
It had to do with the dealings between officials, didn’t it ? 

Mr. Ropers. No; it had to do with the way in which loans were 
approved and made, and the matter had a full hearing. 

Mr. Yates. This could happen under this administration, too. 

Mr. Rogsgrns. I think there is less chance of it happening if there 
is a policy board to work with the Administrator that represents the 
other elements of the Government than if he were charged with the 
sole responsibility. 

Mr. Yates. Let me find out one thing. My memory doesn’t serve 
me well in connection with the so-called mink coat case that you have 
in mind. What was the nature of that loan? What was the nature 
of the business that was applying for that loan ? 

Mr. Rossrns. It wasn’t just one loan. It was a number of things. 

Mr. Yates. It was a business that sought a loan, wasn’t it? 

Mr. Rossrns. The whole thing was fully explored in committee 
hearings in the Senate. 

Mr. Yates. What was the company that sought a loan? 

Mr. Barnes. I can answer that. The loan application was filed in 
New York, and in actual fact was declined. 

Mr. Yates. By whom? What was the nature of the company ? 

Mr. Barnes. I don’t know the nature of the business. 

Mr. Yates. You do or do not? 

Mr. Barnes. I do not. 

Mr. Yares. That is what I am trying to find out, the nature of the 
business. As I remember it, and perhaps I am in error in this, the 
point I want to make is the business is of the type that could very 
well apply for a loan of the present Small Business Administration ; 
isn’t that correct ? 

Mr. Barnes. Yes. 

Mr. Yates. Do you agree with that ? 

Mr. Barnes. Yes. 

Mr. Yares. So that such skulduggery as occurred, occurred between 
individuals who were responsible for making the loan; is that correct ? 

Mr. Barnes. The particular loan was turned down, the mink-coat 
loan, but the overall problem was this: At the time this incident hap- 
pened that was developed in the RFC hearing, RFC did not have a 
policy board, and as a result of the hearings Congress determined 
that it was in the public interest to have a policy board and one was 
set forth at that time. 

Mr. Motrer. The policy board had nothing to do with the mink- 
coat transactions. That wasn’t the reason for setting up a policy 
board. How can your policy board prevent anybody offering a mink 
coat to get a loan ? 
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Mr. Barnes. It can’t. My answer was directed to the subject of 
the inquiry. They investigated large loans which were made which 
they felt apparently were not in the public interest. It is all set 
forth in the debates, and particularly in the Senate reports on the 
subject, and it was merely a conclusion that loans were being made 
in areas that were not in the public interest. 

Mr. Yates. What areas were those, Mr. Barnes? Mr. Mueller has 
made a statement. 

Mr. Muetier. I have made a statement here. 

Mr. Yates. I am trying to find out what you mean. 

Mr. Muetter. All right, Mr. Yates; that is a general statement. 
It should be amplified by specifics. 

Mr. Yates. I am trying to find out why the same kind of situation 
cannot exist under the present setup. It can exist. 

Mr. Mouetter. I don’t believe so. 

Mr. YArTEs. Why not? 

Mr. Muetuer. I believe that if we have a policy statement that 
within that policy statement if loans are made by the Administrator 
in conformity with those criteria that there can be no question of 
illegality of any kind. 

.. Yures, f the loan itself. 

Mr. Mvuetter. Or of undue influence. 

Mr. Yates. Of undue influence? 

Mr. Movuetuer. Yes. 

Mr. Yates. Do you mean it is not. possible for any of the employees 
of the Small Business Administration to accept bribes at the present 
time? 

Mr. Mvetier. That, sir, I would hope not. 

Mr. Yates. I would hope so with you, too, but I am asking whether 
it is possible. 

Mr. Muetter. I don’t believe, however, that the acceptance of a 
bribe could make the determination as to whether a loan should be 
made or not be made. 

Mr. Mutter. Well, the Loan Policy Board has nothing to do with 
the particular application. 

Mr. Moetter. I appreciate that; but if it is made within the policy 
of the Loan Policy Rsard: Now, let’s give another example. We 
have determined that it is not in the public interest to loan money to 
liquor, for liquor. Is that right? Do you feel we are right in that? 

Mr. Yates. I think so; sure. 

Mr. Mvetter. But it is a perfectly legal business. 

Mr. Yates. That is right. 

Mr. Mvettrr. It is one in which at least inferentially a lot of 
money seems to be rather loose, you might say. It could be. We 
have determined that it isn’t in the public interest to loan money for 
those purposes. There is a lot of pressure brought on the Board. We 
don’t change our mind on that. 

Mr. Yates. With this particular one you referred to? 

Mr. Yates. You said there would be immediate and proper criti- 
cism as occurred in the case of the RFC. 

Mr. Muetier. I would like to be permitted, Mr. Chairman, to sub- 
mit, if you would like, specific cases to which this statement refers. 

Mr. Yates. You must have had something in mind when you wrote 
that sentence. 
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Mr. Mue.ter. I appreciate that, but that was a generality which in 
my mind, just as you said, you haven’t been able to reach back in 
your own mind and bring out the specific cases, is all that I know 
from having read all this testimony many months ago that there 
were instances, but I cannot recall with exactitude to bring up a 
specific answer to your question, but I will get it. 

Mr. Yates. Were there loans to liquor companies by the RFC? 

Mr. Muetier. Not that I know of. Maybe Mr. Robbins can answer 
that. 

Mr. Yates. I will be glad to have somebody answer it. 

Mr. Rossins.. What we are talking about is not individual appli- 
cations for loans but the whole atmosphere of lending in the RFC, 
which was a matter of congressional investigation, and in the record 
of that investigation there are specific instances brought out and dis- 
cussed and explored fully, and it was pointed out that among other 
things, aside from individual instances, loans were being made for or 
had Ronee made for liquor. 

Mr. Yares. Loans had been made by RFC to liquor companies? 

Mr. Rozstns. There is one famous case of a snake farm pointed out 
as an example of what kind of loans should not be made. ‘There were 
loans for luxury hotels and other things that were criticized. There 
was a loan to the Texmass Petroleum Co. explored in great detail. 

Mr. Yates. Does not the Small Business Administration make loans 
to hotels? 

Mr. Rosstns. I am only answering your question as to what came 
out in the investigation of RFC. 

Mr. Yates. I am trying to find out with respect to the statement 
Mr. Mueller made as to why RFC and Small Business Administra- 
tion are different, and why Mr. Mueller now believes that the same 
sort of situation can’t exist under the Small Business Administration 
because of the criteria that the Board has established. 

Mr. Rosgins. May I go on with my statement ? 

Mr. Yates. Of course you may, sir. 

Mr. Rogsrns. The result of that investigation was that prior to that 
time for some years the RFC had been administered by a board of 
directors, all of whom served fulltime. There was a board of five 
men. Asa result of the criticism that was made and all of the infor- 
mation that came out of the hearings the board of directors was 
abolished and the Corporation was pJaced under the direction of an 
Administrator, one administrator with a loan policy board, and the 
Board that was set up consisted of the Secretary of the Treasury, the 
Secretary of Commerce, and the Chairman of the Federal Reserve 
Board, as well as the Administrator and Deputy Administrator of 
the RFC. 

At that time the Administrator, now Senator Symington, who was 
then Administrator of the RFC, presented to the Congress or one of 
the committees a statement of the loan policy which had been drafted 
and approved by his board, and it seemed to satisfy the Members of 
Congress that the things that had gone on in the RFC that had been 
critcised were under much better control. 

I think this present situation is a good parallel to that. It is a good 
parallel in the sense that here is a loan policy board that is set up 
to work with the Administrator to determine policies, to help him 
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in resolving questions of policy, which are not always very clear-cut 
and require a good deal of discussion and exchange of opinion before 
a decision is arrived at. EA Teo 

Mr. Yares. Has the Loan Policy Board established certain criteria 
for loans? 

Mr. Roserns. Criteria in a policy sense; yes. 

Mr. Yarrs. You are speaking now of various loan policy statements, 
are you not? 

Mr. Ropprns. Yes. 

Mr. Yates. How many have you had of those? 

Mr. Rossins. How many! In answer to that, there was one drawn 
up originally in 1953. My recollection is that there were several 
revisions that brought it up to 1955, and there have been at least four 
amendments since that time. 

Mr. Yates. As I remember the original one, there wasn’t a loan 
granted under the original loan statement, was there ? 

Mr. Moutrer. Let’s say under the first Administrator. 

Mr. Yares. Under the first Administrator. I will accept the amend- 
ment. 

Mr. Barnes. The agency was not authorized to begin accepting 
applications even and to make loans until after the 1st of October 
1955. 

Mr. Yarrs. By whom, by the Loan Policy Board ? 

Mr. Barnes. By the statute itself. 

Mr. Yares. By the statute itself. That period was extended by 
the first statement of policy, wasn’t it? 

Mr. Barnes. The first statement of policy was issued along early 
in October and the loans were being processed in from the field. At 
that time there was a comparatively skeleton staff and there were a 
few loans that reached Washington and were approved by November. 

Mr. Yates. Mr. Barnes, I suggest that the first policy statement 
will speak for itself. 

Mr. Barnes. The loan policy statement was amended, I think it 
was, the 16th of November. This was not so much a matter of 
interpretation of the policy statement as interpretation of the statute. 
The statute at that time, 1t was possible to construe, and I have rea- 
sons to think it should be construed as being limited to defense 
industries. 

Mr. Mutrer. Now, the statute could never be construed in the 
manner in which the first Administrator construed it to mean there 
should be no business loans. 

Mr. Barnes. In enumerating the functions of the SBA it named 
them and seemed to give a priority to certain types of activities. 

Mr. Motrer. That statute was not changed between the time the 
first Administrator left and you took over. 

Mr. Barnes. No; I argued exactly as you are. 

Mr. Yates. If the Loan Policy Board read the debates of Congress 
and read the hearings as intensively as indicated here, there is no 
basis at all for the issuance of the first policy statement or the inter- 
pretation that was placed on it, is there? 

Mr: Barnegs. Well, how can I answer except to say that the Loan 
Policy Board at that time concurred with the views you are now 
expressing and the statement was changed. 
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Mr. Yates. Obviously, because the statement was changed. 

So that you are not really making an apology for what happened 
under the first policy statement, are you? 

Mr. Barnss. No. 

Mr. Yates. O. K. That is all. 

Mr. Murer. I would like to get a few things straight. 

Mr. Barnes. Perhaps you would like to have introduced in the 
record at this point the present loan policy statement which is what 
we have been talking about. 

Mr. Yates. Why don’t we have all of the loan policy statements 
so we can see how the Board has functioned from its inception ? 

Mr. Barnes. I believe the others have been introduced and are in 
past hearings already. This is the current statement. 

(This statment will appear in pt. IT.) 

Mr. Motrer. Now, Mr. Yates indicated his personal approval with 
the determination of the Loan Policy Board with reference to the 
liquor industry. I am not prepared to say whether the rest of the 
membership of the committee agrees with that or not, but I think that 
matter should be developed. That is one of the matters definitely 
within the jurisdiction of the Loan Policy Board. 

In that connection, we will make a part of the record, if there is 
no objection, a letter addressed to the chairman of the Small Business 
Committee, dated March 25, 1957, from the Wine & Spirits Whole- 
salers of America, Inc. 

The letter indicates that its members have been presenting their 
views to the officials of the Department of Commerce and to the 
Treasury Department, urging a c ange in that policy which prohibits 
liquor dealers, wholesalers, retailers from applying for loans. Have 
any such representations been made to you, Mr. Barnes? 

Mr. Barnes. Yes, sir. A 

(The letter of the Wine & Spirits Wholesalers of America, Inc., 
follows :) 


Wine & Sprrirs WHOLESALERS OF AMERICA, INC., 
St. Louis, Mo., March 25, 1957. 
Hon. AprAHAM J. MULTER, 
House Small Business Committee, 
Old House Office Building, Washington, D. C. 


Dear Mr. Mutter: This is with reference to the hearings before your sub- 
committee, scheduled to be held on March 26, 27, and 28, on the operations and 
policies of the Small Business Administration. 

May we call your attention to the policy adopted by the Loan Policy Board of 
the Small Business Administration which renders ineligible for loans persons 
engaged in the alcoholic beverage business. 

This policy is in direct conflict with the declaration of policy stated in the 
law. and is contrary to the purpose for which the Sinall Business Administration 
was created. To deprive persons in the alcoholic beverage business of the bene- 
fits which we believe Congress intended to make available to all small-business 
concerns is, in our opinion, arbitrary, inequitable, and unlawfully discriminatory. 

Wine & Spirits Wholesalers of America is the national trade association of wine 
and spirits of distributors, with members in all of the open-license States and the 
District of Columbia. 

We have therefore presented our views to officials of the Department of Com- 
merce and to the Treasury Department, urging the rescission of this policy, but 
as of this date no action has been taken. 

May we respectfully request the assistance of your subcommittee in eliminating 
this manifestly unfair discrimination. 

Respectfully yours, 
ABRAHAM TUNICK. 
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CONGRESS OF THE UNITED STATES, 
Houses OF REPRESENTATIVES, 
WasHineton, D. O0., May 3, 1957. 
Hon. ABRAHAM J. MULTER, 
Chairman, Subcommittee No. 2, Committee on Small Business, House of 
Representatives, Washington, D. C. 


Dear Mr. CHAarRMAN: I will be pleased to have you incorporate my letter of 
April 12, 1957, addressed to Wendell B. Barnes, Administrator of the Small 
Business Administration, in the record of your hearing. 

Very truly yours, 


EXMANUEL CELLER. 


Aprin 12, 1957. 
Mr. WENDELL B. BARNES, 


Administrator, Small Business Administration, 
Washington, D. C. 


DeaR Mr. Barnes: My attention has been called to the fact that the Small 
Business Administration has refused to make any loans to any small business— 


“if a substantial portion of the gross income of the applicant (or any of its 
principal owners) is derived from the sale of alcoholic beverages.” 


This means that small wholesale liquor dealers or package stores or small brew- 
eries or vintners cannot effect a loan with your agency. 

I have examined the law creating your agency and there is nothing in it 
that gives your agency the right of such discrimination. In fact, Congress stated 
that the purpose of the Small Business Act was as follows: 


“It is the declared policy of the Congress that the Government should aid, 
counsel, assist, and protect insofar as is possible the interest of small busi- 
ness concerns * * *” (sec. 202). 


I have gone through the debates in the House and the Senate and have read 
reprints of the hearings and the reports on the bill, but I find there are no ex- 
ceptions made as to type or category of business. All businesses are therefore 
within the act. The conclusion is inescapable that the distinction made by your 
Administration is unauthorized and discriminatory. Your agency has relegated 
to itself the power of legislation which belongs to Congress. 

The alcoholic beverage industry is a legal industry. You have, in effect, de- 
clared it illegal. 

Nor is it a defense to say that the Loan Policy Board of your agency recom- 
mended this discrimination. That Board has no such power. In setting up the 
Loan Policy Board, the Congress provided in the act, the following: 


“The Loan Policy Board shall establish general policies (particularly with 
reference to the public interest involved in the granting and denial of ap- 
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plications for financial assistance by the Administration and with reference 
to the coordination of the functions of the Administration with other ac- 
tivities and policies of the Government) which shall govern the granting and 
denial of applications for financial assistance by the Administration.” (See. 
204 (d)). 


This aforesaid power does not envisage proscription of the wine, liquor, and 
beer business. In fact, during the course of the debate, Senator Byrd of Vir- 
ginia stated: 


“In the proposed legislation, there is no standard set up under which loans 
shall be made. As the Senator from Indiana stated the other day, they 
could be made to hairdressers, breweries,.barrooms, or to any other busi- 
ness in this country, regardless of whether that business is of importance 
or not from the standpoint of public interest” (99 Congressional Record 
6943). 


If your Loan Policy Board could thus single out the alcoholic beverage busi- 
ness and say it cannot make loans, it would have the right to single out any 
other business. This is the power to destroy. 

Law cannot be amended by regulation. By doing so, the Small Business Ad- 
ministration has subjected itself to justified criticism. By the 21st amend- 
ment to the Constitution, the alocholic beverage business was declared legal. 
In disqualifying the alcohol beverage business, the Small Business Adminis- 
tration is by indirection invoking its prohibition. 

It is necessary therefore, that this policy be resonsidered and changed. 

Please let me hear from you. 

Very truly yours, 
EMANUEL CELLER. 
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Mr. Mutter. Have there been any public hearings conducted by the 
Loan Policy Board on this or any other subject? 

Mr. Barnes. The parties in interest were asked and were permitted 
to file extensive briefs which were considered by the Board. 

Mr. Murer. But has the Board held any public hearings to which 
it has invited interested persons to come in and present their views? 

Mr. Barnes. No, sir. We have, as I say, permitted the filing of 
briefs. 

Mr. Mutter. Yes; I understand that, but I want the precise question 
now answered, and I think you have answered it that there have been 
no public hearings held by the Loan Policy Board on this or any other 
subject within the jurisdiction of the Loan Policy Board; am I 
correct ¢ 

Mr. Barnes. They have held no public hearings? 

Mr. Mutter. That is my question. 

Mr. Barnes. We have permitted in several instances either counsel 
or individuals representing perhaps an industry to appear and make 
a statement and submit briefs. 

Mr. Mutter. But have there been any public hearings scheduled 
where it is announced that the Loan Policy Board is going to sit on 
such and such dates and will hear all interested parties on these matters 
of policy which are within the jurisdiction of the Loan Policy Board ? 

Mr. Barnes. No, sir; we have not held public hearings. 

Mr. Mourer. Now, with reference to the matter of theaters, recrea- 
tion facilities, the liquor industry, and other matters or other busi- 
nesses which were restricted under RFC, has the Policy Board con- 
sidered that the restrictions that were in existence during the last 
years of RFC—we all know RFC came into being many years ago, 
before World War II. Then it continued through World War II 
with a Small Defense Plants Corporation as a part of it. During 
the war years and after the war years until it was disbanded there 
were definite limitations on RFC making loans for recreational pur- 
— and for hotels and for snake farms and for liquor. Does the 

3oard consider that during the later years the things that prompted 
the Congress to make those decisions against permitting those indus- 
tries to participate in loans was the fact that they were trying to limit 
the Government funds going into anything that could not be consid- 
ered national defense or national security projects rather than the 
general business economy ? 

Mr. Barnes. If I may answer for the Board, I think that we have 
considered it, but the Board has never felt itself to be bound in any 
way by the RFC policies. This is an independent board and the 
only way we could consider ourselves to be guided would be where 
there was a similar statement in our policy and where there had been 
congressional debate on it and where it is fully reported, but even 
so there might be variations which would occur by reason of a change 
in the situation. 

I think at one of the previous hearings of this committee, just as 
a matter of curiosity, at one time I had an analysis made to see wherein 
the SBA policy differed from the last RFC loan policy statement, 
and there were some 12 or 14 areas in which we could make loans that 
the RFC could not make loans under their present policy statement. 
I believe I found that in the records of this committee last year. 

91429—57—pt. 16 
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Mr. Mutter. You will recall that in the early operations of SBA 
the policy was against making loans to retail merchants. I am right 
in that, am I not? 

Mr. Barnes. Not as such, no, sir; not after the November 16 state- 
ment, I think, in 1953. It was not possible to make very many, but 
this was on a credit matter, not by reason of policy. 

Mr. Mutrer. Let me put it this way, the hearings of the Small 
Business Committee developed that small business retail merchants 
were not getting any loans. 

Mr. Barnes. Yes, sir. 

Mr. Mutrer. I think this committee made it very clear that the SBA 
was not to be related to RFC; that this was to be a permanent, not 
necessarily permanent because it was set up on a temporary basis, but 
this was to be a peacetime agency, not a wartime agency, that the SBA 
was not to look toward helping the small-business men of the com- 
munity only in connection with Government procurement or national 
. security, but it was to help them so far as the general economy was 
concerned. Now, I think that is the policy of the Board, is it not? 

Mr. Barnes. Yes. As a result, Mr. Chairman, the limited loan 
participation plan was adopted by the Board after considerable study 
and roughly a third, I would say, of the loans at the present time go 
to people in the retail and service fields. 

Mr. Murer. Now, you have changed the rules so far as the old RFC 
rule is concerned in connection with theaters. You make theater loans 
today ¢ 

Mr. Barnes. Yes, sir. 

Mr. Muurer. You have changed it as to hotels to the extent of 
making motel loans today ¢ 

Mr. Barnes. Motel loans. We don’t make luxury recreational 
hotel loans, but a hotel that was in an area that was open most of the 
year around and not of the luxury type hotel, we consider its ap- 
plication. 

Mr. Yarers. Are you talking about resort areas when you say that, 
rather than a luxury-type hotel ? 

Mr. Barnes. Yes, sir. 

Mr. Mutrer. You are following the provision we wrote into the 
law with reference to loans to businesses located in national parks ? 

Mr. Barnes, Yes, sir. 

Mr. Mutter. That is a variance from the old RFC rule, too? 

Mr. Barnes. Yes, sir. 

Mr. Moutrer. Why should it be any different so far as the liquor in- 
dustry is concerned? It is a legitimate business. In every State that 
I know of where the liquor industry is regulated instead of being pro- 
hibited, there are very severe restrictions. There are limits on the 
credit that may be extended to the customers dealing with the indus- 
try; there is constant supervision so as to keep criminals out and per- 
sons who are not of good character. Why should the liquor industry 
be discriminated against today ? 

Mr. Barnes. I think I stated yesterday we make loans, disaster 
loans to people in the retail liquor business. 

Mr. say aa The disaster loan is an entirely different category. 
There you have a direction for that. 

Mr. Yates. I don’t understand that. 
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Mr. Mouurer. If a man’s business is wiped out in a flood or something 
of that kind, there you have an entirely different category. You go 
into the disaster area and do what you can to rebuild and rehabilitate 
that community and the businesses and economy of the community. 
Let’s stick to the straight business loan. 

Mr. Barnes. In the business loan if the sale of retail liquor is only 
incidental to the primary purpose of the business, such as in a res- 
taurant, we will consider a loan. Where you have no other element 
except the sale of liquor, I think it has been the opinion of the Board 
that you have a question of the public interest, of using taxpayer’s 
funds to help such businesses grow and expand. Now, this is a matter 
on which people can differ, but 

Mr. Muurer. Your Loan Policy Board is in agreement on that? 

Mr. Barnes. Yes, sir. 

Mr. Murer. Has your Loan Policy Board raised any objection to 
disaster loans to people who have been wiped out by disaster and who 
were in the liquor business and wanted to get back into it? 

Mr. Barnes. No, sir. 

Mr. Moutrer. What is the difference? 

Mr. Barnes. Because in that case there is a clear direction from 
Congress to put people back into the condition they were in before 
the disaster a anad if there is any possibility. 

Mr. Mutrer. So in that area you 4 not inquire whether it was in 
the public interest or not if he was in business before and then we put 
him back in business. Now, surely if he were running a gambling 
institution before the disaster you wouldn’t put him back in business ; 
would you ? 

Mr. Barnes. Fortunately, that question has never arisen. 

Mr. Mvue.ier. You might raise that question, Mr. Chairman. Gam- 
bling is legal in Nevada, but would it be in the public interest for this 
Board to loan money to a gambling establishment ? 

Mr. Mutter. That raises this question. Have you the right to de- 
termine what is in the public interest in Nevada if that is contrary 
to what the people of Nevada have determined? Have you a right 
to come into the State of New York where the State says the liquor 
business is a reputable business and say that it is against the public 
interest to help this man who is in the liquor business 

Mr. Muexier. All I can say is we are charged with determining 
what in our opinion is in the public interest. 

Mr. Mouurer. Do you think that goes to the extent of your being 
able to say in a particular State or group of States that what you 
locally have decided under your State constitution and State laws is 
in the public interest, we on the Loan Policy Board decide is against 
the public interest and you can’t have a loan ? 

Mr. Muetuer. We don’t do it State by State. That is an overall 

olicy. 

- ae Mutter. In the overall policy aren’t you running counter to 
state policy in many instances? If you went into a State that pro- 
hibited the sale of liquor and said we are going to make a loan to the 
liquor industry, I understand you would be severely criticized. You 
would be overriding the public policy against letting the business in. 
Why should you override the public policy in another State in favor 
of letting the business operate ? 
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Mr. Barnes. The answer to your question is yes. The reason that 

it is done, there is clear indication from the legislative history and 
articularly from the debates in the Senate that is exactly what the 
oard should do. 

Mr. Mutrer. Well, now, let’s get to another point, if you will, that 
I think concerns the Policy Board, I think I understood you to say 
the Policy Board has decided that the interest rate shall be the same 
throughout the country; am I right on that? 

Mr. Muetier. As far as direct loans are concerned. 

Mr. Mutter. And in that instance, permit me to state, that you 
have overridden the direct requirement of the statute. In other 
words, the Loan Policy Board has said, No matter what the statute 
says we as the Loan Policy Board say it is against the public interest 
to charge different rates of interest in various parts of the country. 

Let me read you the language of the statute, and that was put in 
only after we conducted hearings throughout the country and found 
in parts of the country the SBA was charging more than 6 percent. 
In other parts of the country, where the local rate was under 6 per- 
cent, in sRinois and particularly in Chicago, where some banks were 
making loans to small business at 414 and 5 percent, the Small Busi- 
ness Administration nevertheless was charging 6 percent. So we 
wrote into the law this provision, which wasn’t in originally: 

Any such loan shall bear interest at the rate prevailing in the area where the 
money loaned is to be used, but shall not exceed’6 percent per annum. 

We said the limit is 6 percent per annum. We have made it as clear 
as words can make it that the interest rate shall be the prevailing rate 
in the area. That necessarily means that if there is a 414 or 5 percent 
rate in the area, that should be the SBA rate. Justify, if you can, 
charging 6 percent in those areas. 

Mr. Ropzrgrns. May I answer that, Mr. Chairman ? 

Mr. Motrer. Please. 

Mr. Rossgins. For 32 years I was a lending officer in a commercial 
bank, and I wouldn’t know what a prevailing rate is. I don’t think 
that anybody can answer that question. There is always a prime rate. 
That is a rate below which the bank will not go. It is the lneiat rate 
they will charge for the best borrowers they have, but from there on 
the rates run all the way up to whatever the legal rate in the State 
is, and it all depends upon the individual case. It depends on so 
many factors like the financial condition of the borrower, the kind 
of business that he does with the bank, the balances he carries, the con- 
nections he has, the liquidity of his company, the amount of work that 
would be required by the bank to follow his loan, the length of time 
for which he borrows the money. For example, if a company carry- 
ing an average balance of $100,000 wants to borrow $50,000 for 30 
days, and in past experience shows that that is the kind of borrowing 
he does and the loan will be paid in 30 days, and if he has other con- 
nections with the bank certainly he is entitled to a different rate than 
a company that carries $10,000. in the bank and wants to borrow $100,- 
000 and doesn’t know when it will pay it off, when the financial condi- 
tion of the company is not very strong, when the bank will have to 
require monthly statements in order to keep track of it and follow it 
closely and do a great deal more work. 

Now, there just isn’t any such thing as a prevailing rate. The in- 
terest rate varies. It depends on individual cases. 
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Mr. Mutrer. Was your banking experience in any one State of the 
United States ? 

Mr. Rossins. Well, we lend 

Mr. Mouurer. Where was the home office of the bank ? 

Mr. Rogsins. In <riiangm 

Mr. Yarers. Which one? 

Mr. Rossins, The Northern Trust Co., and the bulk of our loans, 
Mr. Chairman, in number, the great majority of loans were small 
loans, loans to smal] businesses. 

Mr. Muurer. And the bulk of the loans that were to small business, 
if they gave you the collateral that you required, did you charge them 
all the same rate? 

Mr. Ropers. No. . 

Mr. Mutrer. You varied the rate? 

Mr. Rossrns. Yes. 

Mr. Mutrer. When you were dealing with big companies, did you 
vary the rate? 

Mr. Rosetns. We did. 

Mr. Yates. They got a lower rate, didn’t they ¢ 

Mr. Rogsins. They did if their financial condition justified it, and 
if the balances justified it, and if all of the other connections justified 
it. Also there is a competitive factor there. 

Mr. Yarers. Most of the big companies dealing with the Northern 
Trust Co. got a lower rate? 

Mr. Rogsins. It all depends. 

Mr. Yates. They were good customers. 

Mr. Murer. Do you mean to say that in the area where your bank 
was operating the competitive situation there did not determine the 
interest rate that you would charge to any one group of borrowers? 

Mr. Ropers. It does to some extent in any individual case, but it 
doesn’t establish a rate for a group. 

Mr. Mutrer. But it did establish a rate for a class? 

Mr. Rorsins. Well, is there a difference between a class and a 
group ? 

Mr. Moutrer. I don’t know, but I am trying to find out. 

Mr. Rossrns. It has a bearing on the rate in any individual case, 
but it does not—— 

Mr. Motrer. You mean to say you didn’t have a great number of 
individual cases which came within a particular type or classifica- 
tion that you couldn’t say, this is one type of loan as against another 
group which would go into another type of loan? This was a little 
riskier loan and had to take a higher interest rate. These were good 
loans that could bear a smaller interest rate. 

Mr. Rossrns. It was a matter of the individual case, Mr. Chairman. 

Mr. Mutter. There never was a pattern where a certain group ap- 
peared to have less risk than others? 

Mr. Rossrns. We had reports written up periodically to show the 
loans listed under different rates of interest. We had other kinds of 
reports to show loans according to the credit quality, but as I say, 
each one was a different case. 

Mr. Muurer. Does the Federal Reserve Board have the same re- 
discount rate throughout the whole country ? 

Mr. Roggrns. Yes, sir. 
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Mr. Mutter. It doesn’t vary from district to district ? 

Mr. Rogsrns. It doesn’t asa rule. It doesn’t now. 

Mr. Mutter. They change it from district to district at different 
times, don’t they ? 

Mr. Rossrns. Yes. 

Mr. Mutter. So when it is changed in one district and not in an- 
other, there are different rates ¢ 

Mr. Rossrns. They usually follow each other closely. There is not 
a very long interval between the change in one district and the 
change all over the country. 

Mr. Motrer. There are areas in this country that charge more 
interest than in oth: rs? 

Mr. Rozerns. Yes. 

Mr. Mutrer. You have different usury rates in various States, 
different from one State to another, and the rate charged for busi- 
ness loans in different areas throughout the country today is differ- 
ent, is it not? 

Mr. Rossrns. Well, there is a different range of rates. Now, for 
a long period of time the prime rate—this was in the thirties and 
early forties—the prime rate was 114 percent. That was the rate 
the banks charged to the very best borrowers, and the rates in IIli- 
nois ranged all the way up from that to 7 percent, which is the legal 
rate in Illinois. It all depends on the individual situation and all 
of the factors that enter into it. 

Mr. Moutrer. Is there any reason other than convenience of opera- 
tion that prompts the Loan Policy Board to say the rate of SBA 
loans should be the same throughout the country ? 

Mr. Rogers. It is more than a matter of convenience. It is a 
matter of practical determination of what a prevailing interest rate 
is. For example, Chicago and St. Louis are not very far apart, and 
their trade areas overlap. It is hardly practical to establish one loan 
rate in Chicago and another loan rate at St. Louis. I cite that sim- 
ply as one example. 

Mr. Mutter. Is there any reason why the rate shouldn’t be differ- 
ent as between New York and Illinois and New York and Texas and 
New York and California or Illinois and Nevada? 

Mr. Rogsrns. Well, you find that in different areas of the country 
there are different ranges of rates. 

Mr. Muurer. Why shouldn’t SBA operate within those ranges of 
rates with the maximum limit of 6 percent, and the reason for the 
maximum limit is you are lending Government money to these people 
that costs the Government a maximum today, I think, of 314 percent, 
and it used to be very much less, and the Congress at least felt we 
certainly ought not to be making a profit. Enough money to cover 
losses and cost of operation is all the Government should get. So we 
wrote into the law the maximum. 

Mr. Barnes. Mr. Chairman, I would like to answer that question. 
I submit that it would be inequitable for the United States Govern- 
ment to charge a different rate of interest on similar type loans in one 
area of the country than in another area of the country. 

Now, you asked for a reason in addition to the administrative rea- 
son. We deal with borrowers from all sections of the country, and it 
would be most difficult to explain why you made an arbitrary—and 
it would have to be arbitrary—ruling that 
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Mr. Mutter. I don’t agree it must be an arbitrary ruling. 

Mr. Barnes. I think we should get in the record some of the legis- 
lative history of this. I have seed the testimony that was given be- 
fore this committee on your hearings in the field, and there was testi- 
mony, it is true, from some individuals—I didn’t see any testimony 
from any bankers or anyone that was in the lending business—advo- 
cating a difference in rates. However, at the time this came up—— 

Mr. Mutrer. Let’s assume that Congress misinterpreted the testi- 
mony. I want to know what right the Policy Board has to go against 
the direct language of the statute? 

Mr. Barnes. Administratively I don’t think it is possible to deter- 
mine accurately what the Congress intended. 

Mr. Mutter. Why didn’t you come in and recommend that the law 
be changed ? 

Mr. Barnes. I think we will, sir. 

Mr. Yates. Will you yield, Mr. Chairman? 

Mr. Moutrer. Yes. 

Mr. Yates. You have to take different criteria into consideration 
when you grant a loan in Chicago than you do in Houston, Tex., or 
New York; do you not? 

Mr. Barnes. Yes. 

Mr. Yates. Well, then, why can’t you at the same time determine 
what the interest rate should be # 

Mr. Barnes. Let me tell you the administrative problem of inter- 
preting this. What is an area? Is an area a Federal Reserve dis- 
trict, a State, a clearinghouse district, or a city? There are different 
rates. 

Mr. Yates. What difference does that make in terms of your answer 
to my question? You stated that what might be a good loan—I as- 
sume this was implicit in your answer—what might be a good loan 
for Small Business Administration in Chicago at a particular time 
might not be a good loan in New Orleans or Houston at the same time. 
Therefore you have certain criteria which guide you, which are appli- 
cable to Chicago, but which may not necessarily be applicable to New 
Orleans. Therefore, having to make up your mind with respect to 
the criteria and exercising your judgment, why can you not at the 
same time in the area in which these criteria exist also use a different 
standard for interest ? 

Mr. Barnes. I was answering your question that interest rates are 
simply not determined this way. In a particular city a bank at the 
edge of the city may vary its rates over what other banks may charge 
for a similar type loan in order to get the business. This is the com- 
petitive factor. The statute doesn’t give any indication as to the area 
covered. It doesn’t give any standard by which it may be determined, 
and I don’t know of any way, from what I know of lending and of 
functioning of credit that you can ascertain the prevailing rate. 

I can tell you that in the northwest part of the country the rates 
are generally higher than they are in another part of the country, 
but I can’t tell you where the boundaries are or where the area is. 

Mr. Yarrs. The implication I get is you have too much of a crystal- 
lized attitude. I think you need a flexibility that seems to be missing 
here. It occurs to me that a resort hotel might be the basis for the 
prosperity of a particular community, and in order to keep a particu- 
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lar community going it may be necessary to make a loan to a resort 
hotel at that particular time. Yet, as [ understood your previous 
answer, as an arbitrary matter you ‘do not grant loans to any resort 
hotels, regardless of the community in which they are located. 

Earlier in response to a question that Mr. Mueller asked me, what 
do I think about the liquor business, my offhand remark, without 
even stopping to think, was, well, perhaps you are right in something 
like that, and yet on second thought I would think that you cannot 
deal in absolutes in something like this. I would think you would 
have to look at the particular community or the particular locality 
and see what the relationship of the particular business is in the com- 
munity. Is it accepted? Is it a necessary part of the community ? 
If that be true, I would think it would be a valid subject for a loan, 
and I think, and, as you know, I have examined you on this before 
our Appropriations Committees at a time when the Government rate 
of interest was much lower than it is now, as to why you have a stand- 
ard six percent inflexible rate of interest applicable to every com- 
munity across the country when those communities themselves, when 
various communities themselves were not charging the same rate of 
interest. 

Mr. Seety-Brown. Could I ask a question ? 

Mr. Murer. Surely. 

Mr. Seevy-Brown. Mr. Robbins, to go back to your earlier dis- 
cussion of interest rates when you were in private business. Isn’t it 
true that one of the factors which might vary the interest rates made 
by your bank was that of collateral, whether you were making a loan 
where you had a fairly high collateral, call it a collateral loan, or you 
might have a loan where the specific collateral requirements were not 
as str ict, if you will, as they were in the other instance? Isn’t it also 
true that most of the collateral requirements for Small Business Ad- 
ministration loans are the same ? 

Mr. Rossrns. Well, I still think, Mr. Seely-Brown, that no blanket 
answer can be given to that question. I think that in any lending 
operation to commercial business, any business loan, the thing has to 
be analyzed on its own merits. 

Mr. See.ty-Brown. I agree with that. 

Mr. Rogsrns. And without regard to what the next business has 
to offer or what kind of record it has or anything else. 

Mr. Srety-Brown. Doesn’t that show up basically in your collateral 
requirements / 

Mr. Barnes. No, not a loan, because there are the other elements. 

Mr. Sreiy-Brown. What I am getting at, isn’t a collateral loan 
usually at a lower rate? 

Mr. Rossrns. It depends on the collateral. If it is a loan on Goy- 
ernment bonds, it is a lower rate. 

Mr. Yates. Mr. Seely-Brown, will you yield for a minute? 

Mr. Robbins, why don’t you practice what you preach in this 
respect? You have just expressed a very reasonable philosophy say- 
ing that you cannot be arbitrary in fixing standards for loans; that 
you have got to look at each particular. loan. Why then do you 
have this crystallized inflexible attitude toward interest rates and 
other aspects of your loans?) Why don’t you act as bankers inasmuch 
as you are supposed to be bankers? A’ banker doesn’t say, this is 
what I will do no matter what the situation is. 
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Mr. Rogsrns. No. 1, I think it would be an impossible administra- 
tive problem to do that. 

Mr. Yates. Are you saying you can’t act as a banker ? 

Mr. Roserns. I think the Small Business Administration in its 
lending activities cannot act exactly like a commercial bank. I think 
there are great differences, and there is another answer to the general 
question, Mr. Chairman, and that is this: The loan applications 
that come to SBA and the loans that are made by SBA are generally 
speaking not the best loans that are in the business community. 

Mr. Yates. That is why you set up SBA. 

Mr. Rossrns. All right. Therefore the rates to be charged on those 
loans, if you are going to relate them in any way to the rates that are 
charged on loans that are in any way comparable to those made by 
banks, should be in the high range. 

Mr. Yares. That isn’t necessarily true, for this reason: A bank 
may only give a loan for 90 days saying this is the limit that we can 
give you money, whereas SBA goes for a longer period of time, and 

ou may get a very good customer instead coming to SBA because 
he can’t get a long-term loan from the bank. 

Mr. Roseins. The long term makes the rate higher. That is the 
general way it works, and I think to establish a rate of 6 percent comes 
as near meeting a rate prevailing all over the country for that type 
of loan as anything you can have. 

Mr. Yates. But, Mr. Robbins, I think you have made my argu- 
ment for me by pointing out that you have come as near as you pos- 
sibly can and yet the fact remains that the best sort of situation would 
be to handle each case individually, wouldn’t it ? 

Mr. Rogsrns. I don’t think it would. I think it would impose an 
absolutely impossible administrative problem on the organization. 

Mr. Srety-Brown. Mr. Robbins, aren’t you saying this, and I think 
there is a great deal of force to what you have said already, but aren’t 
you saying this, that if you in fact analyze each SBA loan on an indi- 
vidual basis in a particular locality the chances are that the rate that 
you are charging 1s the prevailing rate for that particular loan of that 
type in that locality, as close as you can figure ? 

Mr. Rosprns. Yes, I think that is fair. 

Mr. Srrty-Brown. In other words, while we would like to see the 
rates vary, the fact remains that the risks involved and so forth prob- 
ably would bring you to the conclusion that the rate which you charge 
is—you believe anyhow—is the prevailing rate that would be re- 
quired by, if you will, a private bank at that particular locality for 
that type of loan, with the type of requirements which you have to 
list ? 

Mr. Rossrns. I think that is true, and if there were no ceiling, no 
limitation on what rate could be charged, what you might say could 
be called the prevailing rate, if there is such a thing, in the area, 
would be higher than 6 percent in a great many cases. 

Mr. Srety-Brown. Would a5 percent figure be bad ? 

Mr. Rossrns. It would be bad. ' 

Mr. Yares. It can’t be true because by definition of the statute, 
in the first place, a private bank couldn’t make a loan to the company 
at the particular time, otherwise the applicant would have gone to the 
bank. Secondly, was the Harris Trust and Savings Bank making 








84 SMALL BUSINESS ADMINISTRATION 


loans 4 years ago at a rate of interest of 6 percent to any of its cus- 
tomers ¢ 

Mr. Rossrys. Oh, yes. 

Mr. Yates. Really, I thought 

Mr. Rogers. You are speaking of the Harris or Northern ? 

Mr. Yates. I meant the Northern. 

Mr. Ropprns. Oh, yes. 

Mr. Motrer. Weren’t most of those loans under 6 percent 4 years 
ago ? 

Mr. Yates. It was the exceptional loan really that had 6 percent. 

Mr. Rogstns. It goes back more than 6 years when the prime rate 
was 11% percent. 

Mr. Motrer. But the general rate was about 414 or 5 percent. 

Mr. Rossrns. Even at that time the rates ranged from 114 percent 
to 6 or even 7 percent. 

Mr. Moutrer. When you say prime rate you mean a triple A risk, 
with all sorts of collateral, Government bonds, and you couldn’t 
“an a loss on it, and usually it would be a loan against Government 

onds ? 

Mr. Yates. That sort of customer wasn’t paying 6 percent. 

Mr. Mutter. He says he was paying 114 percent. 

Mr. Rossrns. I say when the prime rate was 114 percent, the rates 
to less desirable risks and those that required a great deal more work 
and attenion on the part of the bank and where the connecting busi- 
ness wasn’t as valuable, ranged to 6 percent or even to 7 percent. 
The prime rate was 114 percent then and this rate is now 4 percent. 

Mr. Mctrer. Let me ask you this: What is the average loss ratio 
of commercial banks on their business loans ¢ 

Mr. Rosstns. I can’t answer that question, Mr. Chairman. 

Mr. Mc rer. Approximately what is it from your banking ex- 
perience, what was it during those years? 

Mr. Rossrns. It isa small fraction of 1 percent. 

Mr. Motrer. It rarely runs over 1 percent in a well-managed com- 
mercial bank; am I right, sir? 

Mr. Rossrns. No, sir; it does not run over 1 percent. 

Mr. Mutrer. Now, the ratio of losses of SBA is, taking losses first, 
one-half of one-thousandths of 1 percent, and if you add into that 
all the delinquencies and consider them bad, and they are not, take 
all of the delinquencies in addition to what has been written off as 
bad, your ratio of losses on loans made is 0.03 percent. Now, that is a 
good operation; isn’t it? 

- Mr. Rogsrns. Bearing in mind that the agency has had a limited 
life. 

Mr. Moverzer. I would like to correct your figures there. I don’t 
think that last figure is right. 

Mr. Motrer. What do you say it is? 

Mr. Muetier. Well, it is about three-tenths of 1 percent. 

Mr. Mutrer. Three-tenths of 1 percent; that is good enough. 

Mr. Mve ier. All right, but that is different. 

Mr. Motrer. I will check the figures, but let the record indicate I 
indicated it is three-hundredths of 1 percent. This is a rough compu- 
tation. I will take your figure. This is a good operation, is it not? 

Mr. Muetier. I wouldn’t think that three-tenths of 1 percent would 
be good as an actual loss ratio on a banking transaction. 
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Mr. Muurer. When you include all your delinquencies that would 
not be bad ¢ 

Mr. Muruier. Yes, but I would say one-tenth of 1 percent is a 
good ratio to a bank. 

Mr. Motrer. But it usually runs higher than that. 

Mr. Mouetier. No. 

Mr. Mutter. It is closer to 1 percent, isn’t it, today ? 

Mr. Mue.uer. Oh, no. 

Mr. Yares. It depends on the bank. 

Mr. Mouetier. Commercial business, I mean; manufacturer loss 
ratios is a quarter of 1 percent. 

Mr. Movrer. I am not taking the overall lending policy of the 
bank. I am breaking it down to the commercial loans. 

Mr. Muetirr. Loans outstanding. 

Mr. Mutter. On commercial loans. 

Mr. Mvuetier. Yes. 

Mr. Moutrer. The reason I got into these percentages is because I 
want to take issue with you, Mr. Robbins, that these are not the best 
Joans. I think they are awfully good loans. 

Mr. Rossrns. Well, they are loans made by borrowers who cannot 
get accommodation from their banks. 

Mr. Mouurer. They can’t get the accommodations for one of several 
reasons; either the bank is loaned up, has no more money available, 
the loan is for more money than it can lend because of its capital 
situation, or it is a long-term loan which the local banking authorities 
frown upon. Isn’t that usually the reason why these SBA loans 
are made? 

Mr. Rogssrns. Those reasons exist. There are other reasons, too. 
As a general rule, in the first place, national banks, of course, well, 
all banks are limited in the loans that they can make on real estate. 
In the second place, aside from that 

Mr. Mutter. Now, what limitation is there that the national banks 
can make on real estate? 

Mr. Rossins. [ can’t quote the statute. 

Mr. Mutter. We changed the law 2 years ago so they can now make 
20-year loans on real estate. It used to be 10 years. SBA doesn’t 
make term loans of more than 10 years, so even without a the 
law, the national commercial banks could have made 10-year loans. 

Mr. Roperins. Yes, that is true, but they can’t make loans on un- 
improved real estate. 

Mr. Movrer. I think what you meant to say was they preferred 
not to make them on unimproved real estate, 

Mr. Rosstns. I think there is a limitation in the law. 

Mr. Mutrer. Mr. Yates asked if SBA made loans solely on real 
estate. SBA takes a mortgage on the real estate as collateral for the 
loan; I think is what we have in mind. 

Mr. Rosstns. Also, besides the loans on unimproved property, I 
think there is a restriction in the law as to the percentage of valuation 
that a bank can make on a real-estate loan. That is one point. An- 
other point is that most commercial banks in making a commercial 
loan would prefer not to take a mortgage on fixed assets because of 
the amount of trouble, expense, and paperwork, and other work in- 
volved. They prefer to make a loan on the basis of the general credit 
of the company—on its record, on its management, on its prospects. 
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Now, the procedure in SBA, and this was true also in RFC, 
to take collateral in the form ofa mor tgage on the real estate and the 
building, on the machinery and equipment, on everything else that is 
possible to be pledged, and to make a general practice of requiring 
personal guaranties from the individuals who are operating the busi- 
ness. That is a different type of loan from the kind of loan that 
banks make. It involves a great deal more work and it is a more 
expensive loan to handle. 

Mr. Yates. What was the loss ratio of RFC? 

Mr. Rossrns. Well, it is impossible to generalize. The loss ratio 
on disaster loans, of course, ran very much higher. I can’t give you 
the figure on business loans overall. 

Mr. Murer. Could you get it for us, sir? 

Mr. Rossrns. Yes. 

Mr. Yates. Did RFC make money overall? 

Mr. Rossins. Well, that is a question that I have been asked a good 
many times. It isa ‘difficult one to answer because RFC—there are 
several reasons—RFC had a great many activities other than lending 
activities. During the war, as you know, they had Metals Reserve, 
they had Rubber Reserve, they had War ‘Damage Corporation, var- 
ious other things that were war activities that did not come into the 
lending program. 

Mr. Yates. Did they not keep their lending program separate? 

Mr. Rossrns. Certainly records were kept. separately, but even in 
the lending program there were loans and securities taken over from 
other Government agencies, where the figure at which the loans or 
securities were taken over were something different and less than the 
amount that the Government had put into them originally. 

Now, if PWA, let’s say, made a loan, and RFC took it over at 50 
cents on the dollar and worked it out at 60 cents, that would show a 
profit to RFC but not to the Government. 

Mr. Motrter. Isn’t it a fact that the interest return on all RFC 
loans made by RFC exceeded the total amount of losses and the total 
amount of administrative expenses of RFC? 

Mr. Rossrns. It did with some qualifications. I mean, that has to 
be qualified by some of the type of things that I mentioned. 

Mr. Mouurer. And is it not also a fact that the Small Defense 
Plants Division of RFC had an awfully good record? There were 
very few losses, comparatively speaking ? 

Mr. Rossrys. I haven’t figures on that, Mr. Chairman. 

(Statement subsequently “submitted by Mr. Robbins will appear in 

t. IT.) 
: Mr. Mouurer. Now, I would like to have the Loan Policy Board 
consider and send to this committee the language it thinks should be 
incorporated in this law to require the intent of Congress to be car- 
ried out, so that there be a smaller interest rate charged on those loans 
that warrant a smaller interest rate, assuming, of course, now that 
the Congress will continue to stand behind the language of the statute 
and the intent that caused that language to be written into it. I am 
not trying to bind the Congress and say that the Congress is going 
to do it. My own opinion is that the language should be continued 
and strengthened, but I would like to have you ‘gentlemen tell us what 
language should be in the statute so that the Loan Policy Board will 
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issue a policy statement that will conform with the intent of Congress 
that there be lower interest rates in various areas or as to various loans 
no matter how costly it may be administratively. Let us determine 
whether or not—you can give us all of the facts you want to in connec- 
tion with it—but let us determine whether or not this provision of the 
statute should be continued, and if so, what language should be put 
into the statute so we know it will be carried out administratively. 

I don’t expect you to do that at this moment, but I think the com- 
mittee would like to have that. 

Mr. Barnes. Mr. Chairman, before you turn to something else, I 
am a little disturbed about the record with reference to the losses on 
these loans. I would not like to have the record show or the Congress 
to believe that this present loan loss figure will continue or be the 
ultimate record. 

Mr. Mutter. You mean it may get worse? 

Mr. Barnes. It may get worse. 

Mr. Mutter. The same situation applies in all enterprise, whether 
Government or private. Nobody can sit here and say there will be 
no more losses. You may have a catastrophe next week that will wipe 
out most of these businesses in some area. You will have to take 
losses then. 

Mr. Barnes. In addition, the fact is, and I think it should be in the 
record, that we are following somewhat different procedures than 
would be good business in commercial banking. 

Mr. Yates. Such as what ? 

Mr. Barnes. We continue with a borrower that is in trouble to try 
to assist him to work out his problem, and this is a calculated risk 
that may increase our loss figures and which would not be justified in 
commercial banking. 

Mr. Muvrer. That is no different than what the commercial bank 
is forced to do when it makes a good loan today that turns sour the 
next month or next year. They have to play along with the man 
before they write it off. The choice always is: write it off at once or 
play along with the borrower, if he shows reasonable chance to work 
it out. 

Mr. Barnes. I hope the loss figure will remain as it is, but I don’t 
want the record to show 

Mr. Yates. As of this time, as far as we know, this is the loss figure? 

Mr. Barnes. Yes. 

Mr. Rossrns. With a very limited period of operation. 

Mr. Yates. Why are you so pessimistic ? 

Mr. Rogsrns. I am not pessimistic. 

Mr. Yates. Conservatism is the natural habitat of the banker. 

Mr. Rosprns. Remember the Agency started functioning in the fall 
of 1953. It was sometime before there was any volume of loans. The 
volume of loans has increased steadily, and if you average the loans on 
the books you will find they haven’t been on the books very long. 

Mr, Yates. That was one of our complaints. 

Mr. Rossrns. All right, but it has a bearing on your loss figure. 

Mr. Mutter. Yes, there is no doubt about it. I understand that 
there are various figures given to the public and to the Congress from 
time to time. You take any figure you like, but it ranges from 40 to 
90 agencies of the United States Government that are authorized to 
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make loans. Take any of the agencies you like that are authorized 
to make loans, Federal agencies. Do you know of asingle other agency 
in the Federal Government that hasa Loan Policy Board? =~ 

Mr. Rossrns. Yes, sir. 

Mr. Motrer. What is it, sir? 

Mr. Rossrns. May I go back a little bit? When the RFC was first 
established under the statute there was a board of directors of 7, and 
those 7 were the Secretary of the Treasury, the Governor of the Fed- 
eral Reserve Board, the Farm Loan Commissioner, and 4 others. 
Now, in the course of time that worked down to a Board of five mem- 
bers. all fulltime. 

When all this trouble occurred and the hearings were held and the 
Congress gave a great deal of attention to the operations of RFC, the 
Board of Directors was abolished, an Administrator was appointed, 
and at the same time that he was appointed or the position created. 
there was also created a Loan Policy Board consisting—I may have 
said this before—of the Secretary of the Treasury, Secretary of Com- 
merce, and the Governor of the Federal Reserve Board. 

Mr. Meurer. That was RFC ? 

Mr. Roserns. That was RFC. 

Mr. Mutter. That has ceased to exist as a lending agency. 

Mr. Rosstns. It has ceased to exist. but at the time it was active in 
lending money it was the decision of Congress that the Administrator 
should have a Loan Policy Board to work with. 

Mr. Mutter. Is there any agency in the Government today that has 
a Loan Policy Board? 

Mr. Rorsrns. There is a National Advisory Council, consisting of 
the Secretary of the Treasury, Secretary of State, Secretary of Com- 
merce, Chairman of the Federal Reserve Board. and the Chairman of 
the Export-Import Bank, that establishes policies and actually clears 
loans or reviews loans made in the international finance field. That 
applies to all loans made by the Export-Import Bank. It applies to 
loans made by the International Cooperation Administration, and 
anvthing else that comes into that field. 

Mr. Mutter. Is there any in the domestic field ? 

Mr. Roserns. The Virgin Islands Corporation, if you will allow 
me to go on, is another Government corporation, which among other 
things has a lending function, and that has a Board consisting of the 
Secretary of the Interior, the Secretary of Agriculture, the Assistant 
Secretary of the Treasury, the Governor of the Virgin Islands and 
three others. 

In the domestic lending field, if you are referring to such things as 
Agriculture and the Veterans’ Administration and HHFA, I think 
there is a great difference because in all of those cases the type of loans 
that are made is in a very specialized field. The requirements for 
those loans are in most cases very exactly prescribed, and there is not 
the same room or occasion for the exercise of judgment as to what a 
policy should be and what is in the public interest as there is when you 
get into the field of business loans that encompass all types of business 
all over the country. I think there is a great difference in that respect. 

Mr. Mutirr. In some of those instances that you mentioned, the 
interest rate is fixed at less than 6 percent. There are farm loans at 5 
percent, veterans’ loans at 414 percent, and HHFA loans are under 
6 percent, including a premium for insurance of the loans. 
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Mr. Rossrns. That is right, but as I say they are a very specialized 
type of loan. 

Now, just going outside of the lending field for a minute, it is a 
very usual device of C ongress to set up inter departmental representa- 
tion on various activities of the Government. For example, the Sec- 
retary of the Treasury is an ex-officio member of the National Ad- 
visory Council, the one I just referred to that has to do with loans 
in the foreign field, the Board of Trustees of the Postal Savings Sys- 
tem, the Smithsonian Insitution, the Foreign Service Buildings Com- 
mission, the National Park Trust Fund Boar d, the Board of Trustees 
of the National Gallery of Art, the National Munitions Control Boar d, 
the Defense Mobilization Board, the Joint Committee on Non- 
Essential Federal Expenditures and so on. 

Mr. Murer. Now, you have touched on another subject. If policy 
boards are good in all those agence ies that you have indicated, why 
should this Policy Board be restricted just to loans? Why shouldn't 
this Policy Board also cover the other authorities vested in SBA; the 
Procurement Division of SBA, why shouldn’t the Policy Board ‘also 
make policy there ? 

Mr. Rosstns, I think that is a matter for the decision of Congress, 
and I think that was debated at some length at the time the Small 
Business Act was passed. 

Mr. Muvrer. Would you recommend that the Loan Policy Board 
be changed to a general policy board so as to cover procurement as well 
as loans? 

Mr. Rosrrns. My service on ‘the Board has been in the lending field, 
and I don’t think I am competent at this point to go beyond that. 

Mr. Mcurer. How about Mr. Mueller? 

Mr. Mvuetuer. My observation has been that the Small Business 
Administration has done an outstanding job in its field, and I don’t 
feel that the Policy Board should be extended to cover administrative 
policy as well as loan policy. 

Mr. Mutter. Has the Policy Board taken a position with reference 
to the question of whether or not SBA should be a permanent agency 
or should be extended merely on a temporary basis for another period 
of years ¢ 

Mr. Mvetier. It is not in the function of the Loan Policy Board to 

make that determination, but Mr. Barnes, I am sure, yesterday, and 
I am perfectly willing to ‘testify here individually today, both for the 
Department of Commerce and personally, that we are in favor of 
unlimited extension of SBA. 

Mr. Mvuurer. And that it should be made a permanent agency ? 

Mr. Mvuetier. Right. 

Mr. Murer. Does Treasury have any feeling on the subject? 

Mr. Rossrns. No; only Mr. Chairman, that as Mr. Barnes expressed 
yesterday, that is the position arrived at after pretty careful considera- 
tion of the alternatives. 

May I make one further statement about the Policy Board ? 

Mr. Murer. Surely. 

Mr. Rossrns. Having in mind that there are precedents for this sort 
of thing and having in mind that before the Board was set up, at the 
time that SBA was established, the whole matter was pretty thoroughly 
debated in committees and on the floor of both Houses of the Congress, 
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and the decision was made that the Administrator ought to have such 
a board to work with, it has been difficult for me to understand what 
has happened in the meantime or what there has been in — experience 
of this Board that has changed that thinking. So far as I can deter- 
mine the general notion is, on the part of those who feel that there 
shouldn’t ‘be such a board, that the members of the Board are not 

capable of approaching their responsibilities under the statute in 
dataaising what is in the public interest in the handling of loans by 
SBA and in the coordination of its activities with other functions of 
the Government, because of a bias against small business and because 
of a preoccupation with big business. I don’t think there is any sub- 
stantiation of that. So far as I know no instance has ever been ad- 
vanced or cited to show that any decision of the Loan Policy Board 
was made on that sort of a basis, or that any decision was inimical to 
the interests of small business or to the interest of the public generally. 

Mr. Mutter. It may be that some of this criticism 1s directed to the 
fact not so much that the Loan Policy Board should be eliminated, 
but 2 gentlemen such as you should join with Mr. Barnes and the 3 of 
you should make up an administration or commission running the 
agency; that the 3 of you be vested with the full authority to run it, 
rather than having divided responsibility. 

What is the reaction to that? In other words, take you or a man 
like you, take a man like Mr. Mueller, out of the two agencies you are 
now with, and together with Mr. Barnes make you the new agency. 

Mr. Ropsrys. Well, I think that both of us have other responsibili- 
ties that take a good deal of our time. 

Mr. Muurer. Make it a permanent agency with 3 men who as the 
Board will be responsible for the running, not to reflect on Mr. Barnes 
as the administrator, but if he must go to you 2 gentlemen or to 2 other 
gentlemen as the Policy Board why shouldn’t the 3 of you have the full 
responsibility, whether you 3 men or any other men recruited into the 
Government service; why shouldn’t those 3 men be the authority to 
run this agency ? 

Mr. Rossrns. I can give you an entirely personal reaction to that 
question and a very quick one, if I may, and that is that I have never 
seen anything operate under the direction of a committee successfully. 

Mr. Yares. As opposed to individuals, you mean ¢ 

Mr. Rogsrns. As opposed to an individual. 

Mr. Motrer. In other words, you want to change FTC, CAB, ICC, 
FCC, and the Federal Reserve Board ? 

Mr. Yares. May I make one statement, Mr. Chairman ? 

Mr. Mutrer. Yes, Mr. Yates. 

Mr. Yates. This isa period of tight money, isn’t it ? 

Mr. Rosrrns. Yes. 

Mr. Yates. What does this do to small business generally in its 
efforts to compete with big business ? 

Mr. Rossrns. Well, I think that part of the result shows up in the 
recent experience of SBA. I think that small business as well as many 
of other kinds of business, of different sizes, is finding it more difficult 
to get money from private lending institutions. 

Mr. Yates. But large businesses ordinarily don’t experience the 
same difficulty in times like these. 

Mr. Rogerns. Yes; they do. They are having just as much trouble, 
relatively, as small business is. I could cite, if I were free to, a num- 
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_ of instances that bear that out. There just is not enough money 

vailable in the lending institutions, the banks, insurance companies, 
coal so on to meet the demand that there is for money. ‘That applies 
not only to small business, but it applies to such things as the expan- 
sion of the production capacity of the larger corporations. 

Mr. Yares. I would agree with you on that, Mr. Robbins. We have 
a limited fund available for distribution in loans to all types of busi- 
ness. Is not the probability that the larger firms will get the money 
rather than the smaller firms? 

Mr. Rospsrns. No; you know a survey has been conducted by the 


American Bankers Association, and I think the results of that will 
pretty well answer that question. 


Mr. Yates. I would like to see that, sir. 

Mr. Rospiys. I don’t think the indications are that small business 
has suffered relatively more. 

Mr. Yates. I would like to see that survey. Can you send file a 
copy of it, if you h: ave one available? 

Mr. Rogpins. It is published in the House Committee report. 

Mr. Yarrs. The House Committee report. 

Mr. Barnes. Of this committee. 

Mr. Murer. Mr. Robbins, when the Export-Import Bank repre- 
sentatives were before the House Banking and Currency last week, 
they indicated that during this period of tight money as long as the 
Administration continues its present tight money policy, where a 
prospective borrower comes to Export-Import Bank, who has been 
turned down solely because its local bank did not have the money 
available, Export-import Bank would not step in and make the money 
available because they believe that to be contrary to Treasury policy. 

What is the policy of the Loan Policy Board of SBA with reference 
tothat ? 

Mr. Rossrns. I think it has worked the other way, Mr. Chairman. 

Mr. Mutrer. I am glad to hear that. 

Mr. Rozrrins. I think where it has appeared that small business 
was having more trouble in having its requirements taken care of 
by the banks that the tendency on the part of the Board, as well as 
the administration, has been to relax and make money easier to get. 

Mr. Muurer. I think then you are fulfilling the intent of Congress 
in that respect. 

Now, one other subject very briefly. The last time we brought 
amendments to the floor of the Small Business Act, this Small Busi- 
ness Committee had unanimously recommended and the House Bank- 
ing and Currency Committee hi ad reported a bill increasing the lending 
authority to $500 million, and we had to change that on the floor 
because the representation was made to the House leadership that 
with that provision in the Administration would not take the bill, 
and we had to cut back the authorization to the original amount as in 
the law. 

The result was that we had to give you an emergency appropriation 
or authorization on two occasions since that. 

What is the feeling of the Loan Policy Board now as to what 
the aggregate lending authority should be of the Small Business 
Administration ? 
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Mr. Rogsrns. I don’t think that is in the province of the Loan 
Policy Board, Mr. Chairman. I think Mr. Barnes can answer that 
better than I. 

Mr. Mourer. That is not a matter for the Loan Policy Board, and 
you have not considered it ? 

Mr. Mvetter. We have not considered it. 

Mr. Mutter. I think that is as far as we can go today. 

We appreciate your coming here, Mr. Robbins, and Mr. Mueller. 
I don’t believe your attendance is necessary at further sessions of the 
committee. If it is, we will contact you again and try to meet your 
convenience as to appearing again. We appreciate your being here. 

Mr. Barnes, we are sorry that we must ask you to return again. 
We will not be able to meet this afternoon because of floor business, 
and we will resume tomorrow at 10 o’clock in this room. 

(Whereupon, at 12: 10 p. m., the committee adjourned, to reconvene 
at 10:00 a. m., Thursday, March 28, 1957.) 
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THURSDAY, MARCH 28, 1957 


Unirep States House or REPRESENTATIVES, 
SeLect CoMMITTEE ON SMALL Bustness, 
SuBpcoMMITTEE No. 2, 
Washington, D.C. 
The subcommittee met, pursuant to adjournment, at 10:10 a. m., 
in the committee room, George Washington Inn, Washington, D. C., 
Hon. Abraham J. Multer (chairman of the subcommittee) presiding. 
Present: Representatives Multer, Riehlman, and Seely-Brown. 
Also present: Irving Maness, subcommittee counsel; Victor P. 
Dalmas, advisor to the minority, and Katherine C. Blackburn, research 
analyst. 
Mr. Mutter. Good morning, ladies and gentlemen. We are ready 
to start. 
Our first witness this morning will be Congressman Frank M. Coffin 
of Maine. Will you come forward, Congressman ? 
We are pleased to have you with us this morning. You may file 
your statement or read it or summarize it as you please, 
After you have completed your statement, whichever way you 
please to make it, we then may have some questions for you. 


STATEMENT OF HON. FRANK M. COFFIN, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF MAINE 


Mr. Corrtn. Thank you, Mr. Chairman and members of the com- 
mittee. I am very pleased to have the privilege of appearing before 
jou. 

" I have a brief statement which, I think, I shall read parts of and 
then skip over other parts so as to save you time. 

Mr. Mutter. The full statement will be made a part of the record. 

Mr. Corrin. The first thing I want to say is that I am not an 
expert in small business and do not pretend to know the entire field, 
or all of the problems, but I do come from an area where virtually 
all of our business is smal] business. 

In the statement, I have said that well over 90 percent of the business 
in my district in Maine, and indeed, all of our State, is small business 
no matter how it ic defined and that is an understatement. I think 
itis much nearer 97 percent. 

On the middle of the first page I have tried to set forth my basic 
approach to this which is also, I suspect, the approach of the com- 
mittee, and that is that small business has not only captured the 
imagination of the public, but it poses a real challenge to the nationul 


93 











94 SMALL BUSINESS ADMINISTRATION 


legislature to find out legitimate ways of giving guidance and leader- 
ship to this important segment of the economy. 

I have talked with some businessmen and groups of businessmen 
and they have made the statement to me that they feel the next 10 years 
is going to be crucial as far as small business is concerned. That is, 
what we do as far as legislation for small business, and that includes 
tax legislation regarding loans and procurement, leadership in man- 
agement, will decide whether or not we will still be a Nation with 
a great many small units in the field of business. 

I do not need to tell this committee of our shared conviction that 
it is all-important to this Nation that we continue to be a Nation 
depending on both large and small units. So I conclude this initial 
part of the statement with the hope that we shall move ahead with 
much greater certainty, understanding and determination to enact an 
integrated, long-range program, and that we shall abandon attempts 
to make wasteful and imperfect emergency repairs where thorough 
overhauling is obviously necessary. That is, we have gone through a 
period of experimenting with the relationship between Government 
and small business. 

It seems to me now that your committee is in a splendid position 
to come up with a definitive approach, with something that will take 
the best of our past experience and eliminate that which has proven 
to be ineffective or impracticable. 

I have five specific points to make. Three of them relate to specific 
bills I have introduced and two of them are observations which I 
would like to make. The first is an observation regarding accessi- 
bility of SBA and its branch offices and field offices throughout the 
nation. 

The typical businessman in my district is located 150 miles away 
from the nearest office in Boston. 

This means that for most of these businessmen the office just. does 
not exist. He hears about it occasionally but he does not know where 
it is; he is not able to take either the time or the money to visit that 
office. or he does and it is just one visit and another visit would be 
out of the question. 

This factor of accessibility, I think, goes far to explaining the 
fact that as yet, in my district, SBA is not the reality that it should 
become. 

This is not a criticism of the personnel in the Boston office of SBA 
because the people who have gone down there, either individually or 
through their lawyers, have been most respectfully and _ efficiently 
treated. 

Now, this last semiannual report containing breakdown of direct 
and participation loans for the last 6 months shows, I think, some 
facts that bear on this accessibility observation. I have taken the 
7 States in this report that have received an average of no more 
than one direct or indirect loan from SBA per month—that means 
the States that have less than either 6 or fewer direct or participation 
loans in this last seventh semiannual report. 

These States are Maine. with two direct loans and four participation 
loans; its nearest center of permanent service is Boston, 150 miles 
away. 

Delaware, with no direct loans and two participation loans with 
the nearest headquarters being Philadelphia. 
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New Hampshire, one direct and four participation, with its center 
being Boston. 

Rhode Island with one direct and four participation and its center 
being Boston. 

South Dakota, two direct and four participation, with its center in 
Minneapolis. 

Utah, with no direct loans and only four participation loans, and 
its center in Denver. 

Wyoming with the same record of only four indirect loans with 
its center in Denver. 

I feel that the committee should give serious thought to the long- 
‘ange possibility of having SBA fan out so that it may have perma- 
nent personnel in more accessible places to these remote areas, or 
alternatively, regularly scheduled personnel making the rounds and 
being in scheduled places at scheduled times to service and publicize 
services they have to offer. 

Next week, the SBA circuit-rider program is coming to Maine. 
There, experts on finance, production and management will hold a 
nenis r of meetings. I have tried to publicize this in my area as much 

s possible. I expect to attend one of these sessions myself; and this, 
“ me, is an encouraging step. I think it is a forward step and I hope 
that it indicates that SBA is thinking of this type of activity. 

We need more continuity in this difficult problem of getting liaison 
between not only Washington but the field offices and communities. 

So much for accessibility. 

The figures and the instances I have given you are suggestive. 
They do not oe port. to summarize all of the schedule. 

One of the bills I introduced, H. R. 5650, is a very short bill. It 
adds a section which would authorize SBA to make loans directly 
or in cooperation with banks where the President might deem it 
necessary to avoid the effect of an economic disaster, depression or 
dislocation affecting any group, area, industry, or part. 

This is a limited tool to prevent an area of economic dislocation 
from becoming seriously or permanently depressed. 

This, | might interpolate, is not a substitute for an overall de- 
pressed-areas bill. In any of those bills, regardless of which draft 
you may read, there are certain requirements of percents ige of em- 
ployed Bite which must be out of work for a certain period of 
time before such a comprehensive law applies. 

But here is a bill that would give a specific tool to the President 
and through him to SBA so that, for example. in my own community 
of Lewiston, we could take preventive steps that might be worth far 
more than more substantial steps later on. 

Next Monday, April 1, a mill in my town is going to close its doors 
permanently, a pl int of a larger company. It is going to mean the 
loss of jobs for 300 people. The radiating effects of that unemploy- 
ment are going to be serious. 

Under this bill, if it were law, the President could designate this 
community as subject to temporary economic dislocation. Even with 
one plant shut down, if the circumstances justified, there would be 
the discretion for SBA to make loans to a businessman or a group 
of businessmen who would be willing to take a restricted risk in order 
to see if an industry could be started to absorb the slack that this 
textile unemployment would cause. 
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There are businessmen up there very concerned who are willing to 
do almost anything to take up this slack and if the loan facilities of 
SBA could be made available, it is my conviction that action could be 

taken in time to prevent them running off the rolls of unemployment 
compensation, prevent them from trying to move bag and baggage and 
family to some other area and generally upset their lives and the life 
of the community in which they are living. 

The next bill is H. R. 5698. It is a bill to authorize SBA to make 
loans to non-profit organizations formed to develop the economy of 
the area. 

In the Seventh Semi-Annual Report, reference is made to this 
modern phenomenon, this development throughout the Nation of local 
town or area industrial development groups. 

As I look at it, coming from New England, and I think Mr. Seely- 
Brown will agree with me, that we know the institution of the town 
meeting. This is more or less the town meeting approach applied to 
industrial development, economic development. 

SBA, as I understand it, without extensive knowledge of the facts, 
is making loans now to non-profit groups, to industrial development 
organizations, and so this does not, in a sense, change or introduce a 
change of kind of work that SBA is doing. But I think that SBA 
would feel much more comfortable if the law were clarified so that 
there were clear and unmistakable authority for making loans to these 
non-profit groups. 

The question might arise under the present activity as to whether 
loans to these groups can be construed to be loans to small business. 
I certainly would not wish to do anything to dissuade SBA from doing 
this type of activity but I think that in justic e to them and to the group 
themselves the law could very well be improved by a recognition of 
this new phenomenon. 

There is a practical need for this. I have been in communities—my 
own community is one—where we have gotten a group of citizens 
banded together and we attracted an industry to our town. The 
citizens put in the money. They put in bottom money and took 20- 
year debentures. On top of that, there was money from a State de- 
velopment credit organization and the cream was some money given 
by an insurance company. 

Well, we more or less shot our bolt. That is, these perhaps two 
hundred citizens who put in anywhere from one to five hundred dollars 
cannot be asked soon to do that again. Soif the efforts of these groups 
can be aided by SBA, the money that they themselves have available 
for bottom position will be spread further than it is at present. You 
might take not just 1 plant but 2 or 3. 

The last bill that I introduced as H. R. 5651 which is a bill to direct 
SBA to make studies, continuing studies and comprehensive ones, on 
the basic areas where detailed and authoritative knowledge is not now 
available to the extent we would wish it to be. These would be studies 
to continually probe the areas where small business has a real potential 
and those areas where the difficulties might be considered insuperable, 
to probe the strengths and weaknesses of small business and to distri- 
bute this information. 

There would be a companion requirement in this bill to direct the 
Administrator to report semiannually to the President and the Senate 
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and the House on the results of the studies and the programing that 
might follow from these studies. 

Now, this is not to say that there is no activity of this kind going on 
now ; there is. But the Administrator is not able to come to the Con- 
gress and ask for any funds for the carrying on of these studies, 
either by contract with outside institutions, or on a reimbursable basis 
with other departments of Government because he is not directed to 
do this type of activity, and as we know, if he is not directed to do it he 
would not have a ghost of a chance of getting any appropriation for 
this basic fact-finding activity on which, I think, the strength of our 
program would, 2, 3, and 5 years from now, depend. 

We are in an age ‘today when everybody i is concerned about small 
business but if your experience is like mine, is is very hard to get agree- 
ment as to what specific measures can and should ‘be taken. 

I do not have in mind having the Government or the SBA to merely 
expand the how-to-do-it books, although I think they should be gradu- 
ally expanded, but this is a more basic kind of data that is essential 
to the survival of small business. 

My last point is not a bill; it is just another observation, and that 
is that everything that I have said is based on the assumption that we 
reed to have rec ognition given to the fact that small business is here 
to stay and the best way of getting recognition to that is to have the 
Small Business Administration here to stay. 

In other words, let us bring an end to these renewals of lease for 
2-year periods and, as I have said in the statement, give it a real fee 
simple, so that it will be a recognition that part of the national policy, 
part of our permanent national policy, is the survival and the pros- 
perity of small business. 

I am not going to try to give you suggestions as to various matters 
to be considered in making it permanent, but I do think that in that 
area is possible the greatest contribution that your committee, Mr. 
Chairman, will be able to make. 

That is all I have to say except that I shall be glad to try to answer 
any questions you might have, fully recognizing that you gentlemen 
hs me had a great deal more bs ackground i in this than I have. 

I do want to thank you for the attention and for the courtesy you 
have shown me and for the privilege of appearing before you. 

Mr. Motrer. Mr. Coffin, we appreciate your appearing here and 
giving us your views. 

I might say that most of them coincide with the thinking of the com- 
mittee. 

We will ask Mr. Barnes, who is the Administrator of the agency, 
when he appears here again next week, to comment on your sugges- 
tions and we will ask him to do the same thing about the suggestions 
that we expect to hear from Mrs. Church this morning, who is with 
us, and will follow you to the witness stand in a few moments, 

Mr. Secly-Brown, any questions ¢ 

Mr. Srevy-Brown. Certainly it is a pleasure, Mr. Chairman, to 
welcome a fellow New Englander to this subcommittee, and I do con- 
gratulate the gentleman for the statement that he has made. 

Certainly, the problem that you present is one with which I am 
familiar, and in certain areas, particularly the area of what happens 
when a textile plant closes down and moves out, is a problem which I 
share with you because I have had the same experience. 
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One of the problems we face is this: If you form a local credit 
development. corporation or a local development corporation, and it 
comes to the Smal] Business Administration to borrow money to build 
a plant or to renovate a plant or to attract new business, what happens 
if the plant that wants to move in is General Motors or Swift & Co. 
or some large business? Then should the Small Business Adminis- 
tration lend money for that purpose ? 

It is my understanding—and I can be corrected, but it is my under- 
standing, particularly in reference to your paragraph 3 on page 3, or 
in the loans to development groups—that the Smal] Business Admin- 
istration has felt that it can legally make a loan, provided it is assured 
that the plant that is moving into this area is a small business. 

I think they have set up that sort of a criterion, that they will be 
willing to make the loan if the development corporation can assure 
them that the plant moving in is a small one, or a small business, and 
meets the criterion of small business. 

Now, the question I have in my mind, and I am sure you do, is: 
Should we come to the Small Business Administration for a loan 
which would enable that plant, if you will, to be taken over by a large 
company ? 

Mr. Corrrn. I think that I am not sure that that too often is met 
with. In our area, if we got on the trail of a large company and we 
were able to get the site it wanted, we would pretty surely have a 
bankable proposition. That is, we would have no difficulty. We have 
several] such projects. 

Mr. Seery-Brown. Do you feel, actually, that additional legisla- 
tion is required or do you feel that the authority which the Small 
Business Administration feels apparently that they can operate 
under—namely, that money will be paid, or made available to de- 
velop a corporation, and‘I am going down to see them on exactly the 
same proposition; existing law may cover that particular phase of it. 

I read your bill and I was very pleased to get it from you. 

It just occurred to me that the Small Business Administration, 
under existing authority, can do what you want provided we can bring 
a small plant in there. 

Mr. Corrtn. I certainly have no criticism of the Small Business 
Aministration. I think I would leave it up to their own lawyers—that 
is, if there is any doubt about it, they are going to want to clarify it. 

The only thought I had was just the wording of the act, which I 
do not have before me—but loans to small business. 

Now, it is stretching it a little bit when you loan to a development 
corporation that is going to go for small business, for the benefit 
of small] business, but it is something I think that we can explore—that 
can well be explored. 

Mr. Rrentman. Mr. Coflin, at that point, I believe that under the 
provision of law where a group of small- business men are permitted 
to get together and pool their funds, they can get a loan from SBA 
for the specific purpose that you are talking about. 

Mr. Corrtn. That is, where you have business units. 

Mr. Rres~Man. Several men working together. 

Mr. Corrin. I am familiar with that provision, but that is not quite 
the same as a citizens’ group raising money from the public to pro- 
mote and attract an industry. They might be, for example, merchants 
on the main street who are not going to be actually running this busi- 
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ness. That is, what I thought you meant was the type of loan that 
we had in Presque Isle a year or so ago where 6 or 7 starch manu- 
facturers pooled together and they got a total loan of $750,000 under 
that provision. But that is not what I mean by a nonprofit industrial 
development group. 

Mr. Meurer. Would you yield there? 

The interesting thing about that particular loan is that although 
it was approved for $750,000, or $700,000, they never took or borrowed 
more than $80,000 and with the use of that they got on a sound 
footing and never had to call on the Small Business Administration 
for the balance of the loan. 

Mr. Corrin. Wonderful. 

Mr. Srety-Brown. Could I ask one further question, because I am 
sure we are working together on this thing. 

Do you feel that it might help in the situation such as you have in 
mind, such as you have described, if a development corporation, if 
you will, could ‘build a new plant? It has been my personal observa- 
tion that a great many new industries do not want to walk into a 
100-year-old ‘textile plant. They want a brand new plant. 

If your development corporation would build a new plant and 
write off the tax on that, under the old certificate of necessity program 
where they could amortize it very quickly, that could be set up on 
a nonprofit program as far as they are concerned. That, in itself, 
might do more to attract a new industry than almost anything else 
we might do. 

Mr. Corrtn. I agree. 

Mr. Srety-Brown. I think we should explore together that sort of 
an approach, That might encourage these development corporations 
to go ahead and build a building and then lease it out, realizing that 
they could write it off over, if you will, a 5- year period, and that 
would, I think, provide the necessary capital back home. 

Mr. Corrin. Once you start that, you are getting a return of your 
capital quite quickly. 

If you can help these development corporations to get started, 
then you are setting in motion something that is going to put them 
on their own feet, eventually. 

But what they do need is some help to get started. 

L have always felt that if a good, general- -purpose industrial build- 
ing is constructed, whether or not you have any clear idea of the 
tenant at the beginning, it is a good investment. 

-Mr. Seety-Brown. Thank you very much. 

Mr. Meurer. Mr. Riehlman. 

Mr. Rreriman. In connection with the loans that have been made, 
Mr. Coflin, in the State of Maine, I think you mentioned that 2 direct 
loans and 4 participating loans were made. Do you have any idea 
how many applications have been made from small business people 
in Maine? 

Mr. Corrin. No, I don’t. I would not be surprised if 

Mr. Rieutman. I wondered, percentagewise. 

Mr. Corrin. I wouldn’t be surprised if there were not very many 
applications and that comes back to my point of accessibility. 

Mr. Rrenitman. I wondered just what the interest might be and how 
many requests have been made. That is what the committee has been 
following very actively to find out how many people are interested, 
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how many applications, and what action SBA has taken, so we have 
a rounded picture of actually what their activities are and what loans 
are being made in comparison to the number of applications. 

Mr. Corr in. I certainly do not want to leave the committee with 
the idea that SBA has been prejudiced against Maine applications. 
I do not think so. 

My point is that so many of our businessmen do not know that they 
can make application. 

In the statement, which I did not read, there is an example of a 
fairly good business, good enough to hire a very good lawyer, a friend 
of mine, and he knows about this, so he can go ‘down to Boston and 
present the case—it is a good case—and it is done quickly and it is 
done smoothly and he is delighted. 

The point is that there are so many other businesses that do not 
have the lawyer, perhaps do not have the money to spend on it, and 
they are deprived of the services of SBA not through SBA’s fi wit in 
Boston but because there is not any practical means of bringing Boston 
cioser to these people. 

Mr. Riruiman. I think that is one area where SBA and I think 
we as representatives can expand SBA’s activities through interesting 
the banks to participate in this program, too, and assure a small-busi- 
ness man, if he comes to them for assistance and they cannot make 
the loan, that they suggest that he possibly go to SBA and get a 
participating loan, if the bank would be willing to assist. 

Mr. Corrin. If you could get the cooperation of banks and if they, 
first of all, learned themselves what SBA could do and what it could 
not do and what it was set up to do and what it was not, and make 
sure that this information was received by the customers, that would 
be a great service. 

Mr. Rreniman. Do you have any idea of what the attitude of 
your banks are in regard to SBA’s activities? 

Mr. Corrry. I cannot honestly say except that I just have this gen- 
eral impression in seeing a lot of businessmen that there is too little 
knowledge of SBA now, but I have not talked with unsuccessful bank 
customers who say that either SBA was or was not mentioned. 

[ just have no experience on that. 

Mr. Seeity-Brown. As you know, Mr. Coffin, and I am sure you will 
be pleased to know, both Mr. Barnes and the two witnesses who testi- 
fied yesterday, testified that that particular branch of Government 
would offer no objection to making SBA a permanent organization. 
I am sure that is the view of this committee. I hope it will be the 
view of this Congress. 

If that is so, | think the down-East banker, knowing it is a perma- 
nent organization of the Government, will be more than willing to 
help in communities such as you and I have, to aid in the programs 
and the problems of small-business men through the SBA. 

Mr. Corrtn. I was delighted to hear that Mr. Barnes had signi- 
fied his willingness to go along. 

I think that really is one of the most encouraging things we face. I 
agree with you if that happens it is going to change the whole atmos- 
phere. They are not dealing with an agency that is of uncertain 
tenure. 

Mr. Rrenitman. Mr. Chairman, the only other comment I have is 
that, in reference to the gentleman’s three bills, I think practically 
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all of the things that you suggest in the bills SBA at the present time 
can do. There may be some differences but the majority of them are 
already under SBA. Apparently what you are trying to do through 
this legislation and the suggested legislation is to strengthen and ex- 
pand, if possible, SBA’s activities. 

Mr. Corrin. That is correct. 

Mr. Rrentman. I have no other questions. 

Mr. Mouurer. Mr. Coffin, you probably know that there is not a 
branch office north of Boston so that Vermont, Maine, and New 
Hampshire have no service from the SBA except through the Boston 
office, which is a regional office covering all of that area. 

Mr. Corrin. That is correct. 

Mr. Mutrer. The suggestion that you make might be a good one 
and I think we will ask Mr. Barnes to tell us why he cannot, if not 
open a branch office in each of these States, at least from time to time 
make a representative of his regional office available in each of these 
States announcing in advance when he is going to be there and where 
he will be, and inviting the small-business man to come and visit him 
on these periodic visits. 

If the volume of work then should increase, I am sure that he has the 
authority—I know he has the authority, I am sure he would then use 
the authority to open up branch offices to serve each of these States 
if the volume of business requires. 

Mr. Corrin. I think, Mr. Chairman, that I do not want to convey 
the idea that no representative of SBA goes into those States. He 
does. He is on call. But that is not the same thing as having a 
scheduled itinerary well publicized or a local office or a permanent 
man up there. 

Mr. Mutrer. But the situation today is that he is looking for pro- 
curement advice, or he is looking for advice as to whether or not he 
qualifies for a loan; to get it he must make the trip to the Boston 
office. They will send a representative to his place of business after 
they have taken his application but the man does not know until he 
calls on them whether he qualifies for the loan, whether they will 
take an application. Then, of course, he must go in again and file 
his application. He can send it in by mail. But that is a very unsat- 
isfactory way of handling it. 

The man is looking for a small loan, $5,000 or $10,000. The chances 
are he cannot afford to hire counsel to go down there and make several 
trips and bring all the information back and then process the applica- 
tion for him. 

Mr. Rreximan. Would the gentleman yield at that point? 

I would like to emphasize again that the point I made a minute ago, 
that I do not know that it is going to be possible, Mr. Chairman, to 
establish offices all over the country to do just exactly what we are 
all interested in but if we can get lending institutions to recognize 
what the authority is that SBA has, and our banking institutions 
particularly, I think they can be of terrific help to small-business 
people in their area. 

I come from the city of Syracuse. Outside of New York City, for 
the whole State of New York the only office that we have in upstate 
New York is the one in Syracuse, and it has to serve Rochester and 
Buffalo and all the northern part where there is a terrific expansion 
of business right today. 
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I think there is merit to the thought that if they had scheduled 
periodic appearances at these different offices, it would be tremen- 
dously helpful and the smaller people then would feel that they had 
an opportunity to get in and meet with someone who represents SBA. 

I know it is a big problem. I think what you said about the New 
England States is true in New York State. They often have to go 
to Syracuse 150 miles away to meet SBA officials. 

Mr. Corrtn. I think we have to form a basic judgment as to how 
important small business is. Take the total amount in the loan pro- 
gram, some $250 million, I think. That would not build many mine- 
sweepers or many airplanes and yet that is so vital to business units 
all over the country. So we are talking about something very impor- 
tant that has been inadequately supported to date. 

Mr. Srevy-Brown. Could I ask you one question, Mr. Coffin ? 

Does the State of Maine itself have a State development credit cor- 
poration such as we have in Connecticut where funds are made avail- 
able so you can get a participation, as we have in our State, not only 
from the SBA but also from a private bank as well as from the State 
development credit corporation ? 

Do you have an organization like that in your State? 

Mr. Corrry. I think, if I may be boastful, we had the first one, the 
Main Development Credit Corporation, and that is functioning now. 

The private banks are furnishing the capital on a pro rata basis or 
formula that is agreeable to them. The only difficulty is that the 
total amount available under that program, or under the present level 
of operations, is fully subscribed. That is, they might possibly have 
a few thousand dollars available at the moment. But I do not know 
whether total amount of—was it $2 million or $5 million—but it has 
long since been used up to the limit that they have had. 

Mr. Srery-Brown. Do you know whether they have participated 
with SBA in any of the loans you have referred to? 

Mr. Corrtx. No, J have no personal knowledge of the SBA loans. 
T would not be surprised if thev had participated. 

Mr. Serry-Brown. They have an organizetion that reaches 
throughout your entire State? In other words, they have a way to 
get to all of these towns. 

Mr. Corrtn. Yes. 

Mr. Srety-Brown. Possibly SBA and the Maine Credit Develop- 
ment Corporation could work hand in hand in apnearing at these 
places together, or certainly provide them an available place fo meet. 

Mr. Corrry. Yes. Asa matter of fact, if SBA is made permanent 
and becomes more of a force, IT would not be surprised if that would 
encourage Maine Develonment Credit Corp. to raise its capital. 

Mr. Meurer. Mr. Coffin, T think if the small banks get to know 
more about the participation program of SBA, it can do a better job 
for small business. 

For instance, the regional offices now are authorized to make loans 


of a narticipating nature and the smaller loans. without referring back, 


to Washington for approval. The policy of SBA where a bank is par- 
ticipating. is to rely almost entirely on the hank for handling. process- 
ing the application and checking credit and so forth. The local bank 
would not only process his application but then the local bank would 
service it because they are participating in it. 
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I hope that we can get this home to the smaller communities of the 
country as this committee goes through the Nation. We are setting 
up—each of our subcommittees is setting up—hearings in all parts 
of the country again and we hope to be up in your area, to, so as to 
bring home to the people, bring the Congress to them. They cannot 
come here. In that way we will let them tell us their problems and at 
the same time let them know what can be done for them through this 
SBA agency which we all hope will be a permanent one. 

Mr. Sree.ty-Brown. Mr. Coflin, we had quite a discussion yesterday 
before the committee as to the effect of the fixed interest rate by the 
SBA on its loans, that is, its business loans. I am not talking about 
the disaster loans. 

Have you personal knowledge or have you heard of any complaint 
from those who have obtained a SBA loan as regards to interest rate / 
Has that been a problem / 

Mr. Corrry. My information rests on perhaps several people with 
whom I have talked about the interest rate and it is no problem to 
them, that is, they were quite happy with the situation. I think it was 
6 percent—for the reason they were interested in it and they felt that 
that was fair. 

Mr. Seety-Brown. That would be approximately the rate they 
would have to pay a bank. Would a bank participate ? 

Mr. Corrin. At this point interest rates in general and how they 
affect the economy is something. 

Mr. See_y-Brown. We are not getting into that for obvious reasons 
but as far as you know from your experience today, and all of us 
can get a lot of information that may change our thinking on that 
score, interest rates as such have not been a pre*lem. 

Mr. Corrin. Not the small-business loan rate on direct loans. 

Mr. Mutrerr. We have had instances called to our attention, Mr. 
Coffin, where a community is about to lose or has lost some of its in- 
dustry and wants to bring other industry in. Either the citizens or 
the municipalities will build or take over some property which can be 
converted into factory use, actually prepare it for factory use, and 
then invite a firm to come in and operate the business there, only to find 
that when the proposed operator went to SBA for a loan, he could 
not get the necessary loan. He had no funds of hisown. Yet he had 
know-how, not in that area but elsewhere but then he had no collateral. 
The municipality or the local group owned the property and many 
times the equipment and machinery. Is there anything in the local 
law of the State, the State of Maine, which would permit such com- 
munities to guarantee payment of a loan to such a firm so that if SBA 
should want to make a loan, it could do it on the basis of the guaranty ’ 

Mr. Corrtn. We are currently trying to enact in our legislature 
what would be a constitutional amendment which would allow the 
State to go into the business of industrial parks and pledging its credit 
for that purpose. 

I think that the mood of the legislature is to favor this and submit it 
to the people. 

I feel that the people will probably enact it so that that will be an 
additional tool that we will have through the State agency up there. 

Now, on the community basis, 1 just do not know whether a mu- 
nicipality could legally guarantee its credit for a project of that sort 
without being covered by the constitution. 
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Mr. Mutter. I imagine it requires specific legislation to cover it. 
Ordinarily, a municipality would not have the right to do it. We 
found it necessary to write into the law, and I do not believe that any 
of us want to take it out, a restriction on the agency requiring as to all 
loans that there must be reasonable assurance of repayment before they 
can make the loan. 

We did not say in so many words there must be collateral. We do 
not want to get ourselves i in the position, the committee, of reviewing 
loans or exercising our judgment, replacing their judgment with our 
judgment, as to what isa good loan and whether there is ample or ree 
sonable assurance of repayment. That is why I raised the question 
about guaranties where otherwise there is no ¢ ollateral. 

Mr. Corrtn. These citizens’ groups are able, on occasion, to give 
guaranties, up to their investment and sometimes even beyond that. 
That is the individuals feel so strongly that they will accept a limited 
guaranty. 


Mr. Mutter. Thank you again, Mr. Coffin, for being with us this 
morning. 

We will place in the record at this point a complete analysis of the 
loans made by SBA throughout the country, and we will break it apie 
by congr essional districts so that each Member will be able to look 
this record and see for himself the activ ity within his own area. 

Mr. Corrin. Thank you, Mr. Chairman, and members of the com- 
mittee. I wish you w ell in your labors. 

(Mr. Coffin’s prepared statement is as follows:) 


STATEMENT OF REPRESENTATIVE FRANK M. CorFIN (DEMOCRAT, OF MAINE) 


Mr. Chairman, I appreciate the opportunity to testify here today. I know 
that you have a heavy schedule of witnesses and a number of bills that are of 
interest and concern to this subcommittee. 

AS a smalltown lawyer from a State where well over 90 percent of the busi- 
nesses can be termed “small” within the definition of the Small Business Ad- 
ministration, I have had considerable experience with the problems of small- 
business men. These experiences prompted me to introduce three bills which 
I believe represent an integrated approach to strengthening the Small Business 
Administration and that vital segment of our economy which it was intended 
to assist. 

sefore discussing the specific reasons why I have introduced these bills, I 
would like to express my general view of the very important field of smal- 
business legislation. This field is a crucial testing ground of our ability to 
devise new solutions to meet new problems. Before the Second World War, 
legislative action in this area focused largely on antitrust matters. The as- 
sumption was that if giantism were kept under control, all other business could 
take care of itself. In the postwar years there was a subtle change in the 
climate; it was an unhealthy one for small business. Gradually students and 
politicians came to recognize that the small-business man was in trouble through 
no fault of his own. The conviction grew that something vital to our way of 
life was in jeopardy. : 

Today, there are few areas of governmental concern which have on the one 
hand stirred so much public interest, expectation and hope, and on the other 
hand produced fewer actual results in the past and less determination to act 
in the future. 

This is a new field. Our faltering baby steps in the past are understandable. 

But we have now accumulated enough experience to profit in a decisive and 
imaginative way. We should now have done with experiments and rehearsals. 
I am convinced from my experience that we have at the very most perhaps 10 
years within which to win or lose the battle to preserve the smaller units in 
business. I most earnestly hope that as a result of the work of this committee 
we will move ahead with greater certainty, understanding and determination 
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to enact an integrated long-range program; that we shall abandon all attempts 
to make wasteful and imperfect emergency repairs where a thorough overhauling 
is so obviously necessary. 

1. Accessibility 

My first specific suggestion is to make the existing SBA services and personnel 
more accessible to more businessmen in more areas throughout the country. 
The system of branch offices should be supplemented by personnel available to 
outlying areas either permanently or at regularly scheduled intervals. 

For the typical businessman in central Maine, a branch office 150 miles away 
in metropolitan Boston might just as well not exist. The small-business man 
in my area and, I am sure this applies to any area remote from a branch office, 
is not aware of the existence of the branch office; he does not know how to 
get in touch with that office; he does not have the time or the money to visit 
that office; it might just as well be on a different planet. 

This factor of accessibility largely explains the miniscule number of SBA 
loans in my district. In the semiannua! report a year ago, there were no direct 
loans in my district; in the most recent report, there is one. 

Down on the coast of Maine I talked with one loan applicant who applied in 
January for a loan of some $3,000. The papers were not processed for many 
months. At least part of the delay was caused by the difficulty of getting an 
on-the-spot check made by Boston personnel. 

On another occasion I talked with a leading citizen of a small town who was 
a member of that town’s industrial development effort. He said he had heard 
of SBA and would be deeply interested in consulting it. But he had never 
had the chance to talk with an SBA representative. He just did not have 
the time or money for a trip of 300 miles. 

One of my friends, an able lawyer, has had a happier experience. His client 
is big enough and prosperous enough to pay this attorney to make one or more 
trips to the branch office in Boston. But it is mighty big little business that 
can afford such a luxury. 

Next week the SBA circuit rider program is being extended to Maine where 
the Small Business Administration experts on finance, production and manage- 
ment assistance will hold a number of meetings. I have urged attendance at 
these and I shall attend one of these sessions myself. I hope that this program 
indicates the SBA is opening up new frontiers. But no matter how successful 
these 1-day conferences are in different communities, more continuity is necessary 
in the relationship between SBA and businessmen in Maine and elsewhere. 

2. Loans in areas of economic dislocation 

One of the bills I introduce, H. R. 5650, would simply expand the power of 
SBA to make loans in cases of economic disaster, as well as disaster from flood 
or fire. It would give SBA a tool to prevent an area of economic dislocation from 
becoming seriously and even hopelessly depressed. 

Here is a specific instance as to how this bill could work. Next Monday, in 
my own town of Lewiston, Maine, a textile plant will close its doors permanently. 
Three hundred people will lose their jobs. The radiating effects of that un- 
employment will be incalculable. Under my bill, if the President were to 
designate the community as subject to economic dislocation (and there would 
be great flexibility of an area so defined), SBA could immediately make loans 
to any group or businessman willing to start an enterprise and help take up 
the slack caused by the shutdown. I know that in our town today there are 
many businessmen who would be able and willing to embark on such ventures, 
if they had the kind of help which this bill would make possible. 

We are living in a day of general prosperity pockmarked by trouble spots. 
Here is a tool for selective rehabilitation. 

3. Loans to development groups. 

One of the phenomena of the current search for new industries is that in 
town after town citizens’ groups or nonprofit organizations are joining in the 
search. This is the town meeting approach to the problem of economie survival 
and presperity. My bill, H. R. 5693, recognizes this fact by giving SBA au- 
thority to make loans to such groups according to the standards that are now 
applicable. 

I understand that SBA today is making some loans to such groups. Without 
posing as an authority, I must confess that, from my study of the present act, 
I do not quite see how SBA is legally able to make this kind of loan. 

I do believe, however, that this type of loan is sound. In Maine I have seen 
i great deal of initiative and leadership put into a local project. The citizens 
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have raised substantial funds by publie subscription; a bank or insurance com- 
pany participates; and a building is built and leased to a new industry, What 
happens then? The citizens, in too many cases, have shot their bolt. They 
cannot duplicate the performance. They have raised all the local money that 
can be raised. If my bill became law, SBA loans to such groups would make 


the local money go much farther, and perhaps cover 2, 3, or more projects. 


4. Probing the facts of small-business life 

My third bill, H. R. 5651, would direct SBA to collect essential information and 
eatalog the problems of small business, define those areas where small business 
is unduly handicapped, where it has greatest opportunity, and where future 
effort could well be expended. This bill, in effect, would direct SBA to be a 
small business gyro compass, helping keep small business on course, and away 
from rocks and shoals. SBA would be required to examine these areas on 2 
continuing basis and make detailed reports to Congress twice a year. Congress 
would then have the data from which it could decide whether legislation on a 
given point were needed. And it would have this information in time to lock 
the door before the small-business horse were stolen. 

I recognize that there is nothing in the present act to forbid either such 
studies or reports. But it is now apparent that the Administrator has not done 
what appears to be necessary. 

At the present time the Small Business Administration has available a series 
of “how to do it” booklets for the small-business man. These booklets tell him 
how to improve the management of his business, how to make it more efficient. 
These pamphlets do not tell him what hazards face him in the economic life of 
his community. 

In reading these publications the person wishing to set up a corner grocery 
store cannot learn what the impact of the supermarket chain would be on his 
particular location. The young man wanting to take over the operation of a 
filling station cannot ascertain the pitfalls of such a business in the complicated 
modern world of the petroleum giants. 

This is one more area where we must go beyond the limited, short-term ap- 
proach of the past. The big business has a vice president and a department of 
research, of market analysis; the small-business man all too often has the choice 
of flop or flounder. 

5. Permanent agency 

Everything I have said assumes that SBA shall not only take on a new lease 
of life but shall acquire a fee simple in the governmental life of the Nation. 
This act would be possibly the most significant step we could take on behalf of 
the small-business man. It would not only elevate him above sharecropper status, 
but it would make possible for the first time a length and breadth of vision, and 
eontinuity of planning which uncertain tenure has so far discouraged. 

Indeed, I do not see how one can justify merely a temporary renewal of the 
lease for SBA unless he is cynical enough to believe if we but give it a bit more 
time, there won't be any more small business for us to worry about. 

If permanent status be adopted in principle, serious attention should also be 
given to ways and means of giving SBA genuine independence. It should he 
more than a crown colony or a trusteeship. It should be truly representative of 
and devoted to the small-business man and his problems. 


Mr. Mutter. Mrs. Church, please. 


STATEMENT OF HON. MARGUERITE STITT CHURCH, A REPRE- 
SENTATIVE IN CONGRESS FROM THE STATE OF ILLINOIS 


Mrs. Cuurcn. Thank you, Mr. Chairman. 

Mr. Mvurer. We are very happy to have you with us. 

Mrs. Church is from the 13th District of Iinois. You may pro- 
ceed as you desire, Mrs. Church. Your full statement may be made 
a part of the record. You may read it or you may summarize it. 

Mrs. Cuvrcu. Thank you, Mr. Chairman. TI will summarize my 
case, if there is one, rz ather briefly for you. I think in the interest of 
saving time I would like to say, before I start, how much I enjoyed 








-Oom- 
vhat 
‘hey 
that 
1ake 


and 
ness 
ture 
ye A 
way 
mi 
ress 
ma 
lock 


such 
lone 


ries 
him 
ent. 
e of 


ery 

his 
fa 
ited 


ap- 
t of 
pice 


Ase 
ion. 
f of 
tus, 
and 


the 


lore 


» be 
| he 


p of 


RE- 


ro- 
ide 


my 


ved 


peed nominee 


ed 


SMALL BUSINESS ADMINISTRATION 107 


the testimony of my colleague, Mr. Coffin. I sat thinking how fortu- 
nate that I represent the other end of the line. 

I come from the 13th District of Illinois which has grown in popu- 
lation since 1950 from 420,000 to over 700,000; and the growth has 
either been accompanied by or caused by a tremendous industrial 
expansion. 

In fact, I was told by one of the high officials of the Department of 
Commerce within the last month that my district was probably the 
largest expanding coinmercial-industrial district in the United States 
at present. For thac I am grateful; but I, too, have my troubles, 
though they lie in other lines. 

I come to you this morning, Mr. Chairman, with two specific prob- 
lems which I would like to present and on which I would like the 
expert advice and coansel of a committee which has probably met 
these in other instances. 

If I may proceed with my statement, I am indeed grateful for 
this opportunity to appear before you and present to you for your 
committee’s earnest consideration complaints brought to my atten- 
tion by very reputable representatives of small business in my district, 
the 13th of Illinois. 

One of these businessmen is particularly concerned over the new 
clause in Government contracts which, in his opinion, serves the pur- 
pose of eliminating the small-business man from bidding on such 
Government contracts. 

I would say I would not have the temerity to come before you with 
the example of just one industry operator if it did not represent a 
volume of complaint along the same line. 

I refer to the clause outlining certain steps necessary to be taken by 
a manufacturer before being put on a Qualified Products List. One 
constituent states the problem very clearly as follows: 

This clause specifies that the manufacturer has to manufacture a product, have 
it thoroughly tested in accordance with Government specifications, and then sub- 
mit it to the Government with reproducible drawings, to see if they will qualify 
it. After this is done, the Government then places the manufacturer on a 
Qualified Products List, and, if he is low bidder, he can then be awarded the 
contract. 

On the face of it, this looks like an innocuous clause as it places the burden of 
proof on the quality of the manufacturer’s product on the company making it, 
which is logical, but this means that every manufacturer must invest $30,000 
to $45,000 in test equipment to test out his products before submitting to the 
Government. In addition, he must build these samples, which can cost an addi- 
tional $6,000 to $8,000. It is very obvious that no small-business man could 
have his product qualified before he ever gets the contract, and with no certainty 
of ever getting a contract unless he is the low bidder. In Chicago, there are two 
laboratories approved for making these tests, and their costs for testing products 
in acordance with Government specifications will run around $4,000 to $6,000. 
Therefore, the minimum figure at which a small-business man can obtain a 
qualified product is at a cost of over $10,000 before he gets an opportunity to 
bid. 

Over the past 10 years, the Government has set up test laboratories at Govern- 
ment bases at great expense to the taxpayers, with all the necessary equipment 
for testing all types of products bought by the Government. We presume that 
this equipment will now sit idle and the Government will make the small-business 
man run the tests himself. The large business concern has large research and 
development contracts with the Government, in which they include the cost of 
this test equipment, and, therefore, they can test their own products at a fraction 
of the expense that it costs the small-business men because they already own 
the test equipment, which has been charged against other large Government 
contracts. Another very obvious thing is that this Qualified Bidders’ List con- 
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have raised substantial funds by publie subscription; a bank or insurance com- 
pany participates; and a building is built and leased to a new industry. What 
happens then? The citizens, in too many cases, have shot their bolt. They 
cannot duplicate the performance. They have raised all the local money that 
can be raised. If my bill became law, SBA loans to such groups would make 
the local money go much farther, and perhaps cover 2, 3, or more projects. 


4. Probing the facts of small-business life 

My third bill, H. R. 5651, would direct SBA to collect essential information and 
catalog the problems of small business, define those areas where small business 
is unduly handicapped, where it has greatest opportunity, and where future 
effort could well be expended. This bill, in effect, would direct SBA to be a 
small business gyro compass, helping keep small business on course, and away 
from rocks and shoals. SBA would be required to examine these areas on 2 
continuing basis and make detailed reports to Congress twice a year. Congress 
would then have the data from which it could decide whether legislation on a 
given point were needed. And it would have this information in time to lock 
the door before the small-business horse were stolen. 

I recognize that there is nothing in the present act to forbid either such 
studies or reports. But it is now apparent that the Administrator has not done 
what appears to be necessary. 

At the present time the Small Business Administration has available a series 
of “how to do it” booklets for the small-business man. These booklets tell him 
how to improve the management of his business, how to make it more efficient. 
These pamphlets do not tell him what hazards face him in the economic life of 
his community. 

In reading these publications the person wishing to set up a corner grocery 
store cannot learn what the impact of the supermarket chain would be on his 
particular location. The young man wanting to take over the operation of a 
filling station cannot ascertain the pitfalls of such a business in the complicated 
modern world of the petroleum giants. 

This is one more area where we must go beyond the limited, short-term ap- 
proach of the past. The big business has a vice president and a department of 
research, of market analysis; the small-business man all too often has the choice 
of flop or flounder. 


5. Permanent agency 

Everything I have said assumes that SBA shall not only take on a new lease 
of life but shall acquire a fee simple in the governmental life of the Nation. 
This act would be possibly the most significant step we could take on behalf of 
the small-business man. It would not only elevate him above sharecropper status, 
but it would make possible for the first time a length and breadth of vision, and 
continuity of planning which uncertain tenure has so far discouraged. 

Indeed, I do not see how one can justify merely a temporary renewal of the 
lease for SBA unless he is cynical enough to believe if we but give it a bit more 
time, there won't be any more small business for us to worry about. 

If permanent status be adopted in principle, serious attention should also be 
given to ways and means of giving SBA genuine independence. It should be 
more than a crown colony or a trusteeship. It should be truly representative of 
and devoted to the small-business man and his problems. 


Mr. Mutter. Mrs. Church, please. 


STATEMENT OF HON. MARGUERITE STITT CHURCH, A REPRE- 
SENTATIVE IN CONGRESS FROM THE STATE OF ILLINOIS 


Mrs. Cnvurcn. Thank you, Mr. Chairman. 

Mr. Mcurrr. We are very happy to have you with us. 

Mrs. Church is from the 13th District of Tinois. You may pro- 
ceed as you desire, Mrs. Church. Your full statement may be made 
a part of the record. You may read it or you may summarize it. 

Mrs. Cuurcu. Thank you, Mr. Chairman. T will summarize my 
case, if there is one, rather briefly for you. I thinkin the interest of 
saving time I would like to say, before I start, how much I enjoyed 
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the testimony of my colleague, Mr. Coffin. I sat thinking how fortu- 
nate that 1 represent the other end of the line. 

I come from the 13th District of Illinois which has grown in popu- 
lation since 1950 from 420,000 to over 700,000; and the growth has 
either been accompanied by or caused by a tremendous industrial 
expansion. 

In fact, I was told by one of the high officials of the Department of 
Commerce within the last month that my district was probably the 
largest expanding commercial-industrial district in the United States 
at present. For thac 1 am grateful; but I, too, have my troubles, 
though they lie in other lines. 

I come to you this morning, Mr. Chairman, with two specific prob- 
lems which I would like to present and on which I would like the 
expert advice and coansel of a committee which has probably met 
these in other instances. 

If I may proceed with my statement, I am indeed grateful for 
this opportunity to appear before you and present to you for your 
committee’s earnest consideration complaints brought to my atten- 
tion by very reputable representatives of small business in my district, 
the 13th of Illinois. 

One of these businessmen is particularly concerned over the new 
clause in Government contracts which, in his opinion, serves the pur- 
pose of eliminating the small-business man from bidding on such 
Government contracts. 

I would say I would not have the temerity to come before you with 
the example of just one industry operator if it did not represent a 
volume of complaint along the same line. 

I refer to the clause outlining certain steps necessary to be taken by 
a manufacturer before being put on a Qualified Products List. One 
constituent states the problem very clearly as follows: 


This clause specifies that the manufacturer has to manufacture a product, have 
it thoroughly tested in accordance with Government specifications, and then sub- 
mit it to the Government with reproducible drawings, to see if they will qualify 
it. After this is done, the Government then places the manufacturer on a 
Qualified Products List, and, if he is low bidder, he can then be awarded the 
contract. 

On the face of it, this looks like an innocuous clause as it places the burden of 
proof on the quality of the manufacturer’s product on the company making it, 
which is logical, but this means that every manufacturer must invest $30,000 
to $45,000 in test equipment to test out his products before submitting to the 
Government. In addition, he must build these samples, which can cost an addi- 
tional $6,000 to $8,000. It is very obvious that no small-business man could 
have his product qualified before he ever gets the contract, and with no certainty 
of ever getting a contract unless he is the low bidder. In Chicago, there are two 


laboratories approved for making these tests, and their costs for testing products 


in acordance with Government specifications will run around $4,000 to $6,000. 
Therefore, the minimum figure at which a small-business man can obtain a 
qualified product is at a cost of over $10,000 before he gets an opportunity to 
bid. 

Over the past 10 years, the Government has set up test laboratories at Govern- 
ment bases at great expense to the taxpayers, with all the necessary equipment 
for testing all types of products bought by the Government. We presume that 
this equipment will now sit idle and the Government will make the small-business 
man run the tests himself. The large business concern has large research and 
development contracts with the Government, in which they include the cost of 
this test equipment, and, therefore, they can test their own products at a fraction 
of the expense that it costs the small-business men because they already own 
the test equipment, which has been charged against other large Government 
contracts. Another very obvious thing is that this Qualified Bidders’ List con- 
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tinues from year to year, even though the company’s personnel might change, 
their equipment might change, or they might merge with other companies. 
Speaking for this particular man, I repeat. 


Recently, we obtained an order from the Chemical Corps for $10,805, covering 
81 blower-motor-fan units, and we were required to run preproduction tests on 
these units, costing us $4,200, before submitting our product to the inspector. 
We had difficulty in obtaining an outside laboratory to run these qualifying 
tests, inasmuch as there are only two such laboratories in Chicago, and the tests 
take 6 to 9 weeks minimum. The Contracting Officer then wants to collect a 
consideration because of the delay in shipment—all of this after you have bid 
lower than anyone else in the country and then the Government wants a rebate 
on a small order of less than $11,000. 

It’s very obvious that our entire administration is channeling all of the large 
orders to the large companies and decreasing the dollar volume of Government 
orders to the small-business man each year. The larger businesses are getting 
larger and the smaller companies are going out of business at the rate of 300 
a week. Business failures in the United States annually, the first week in 
March, for the past twelve years, are as follows: 1946, 80; 1947, 202; 1948, 107; 
1949, 180; 1950, 210; 1951, 127; 1952, 177; 1953, 178; 1954, 204; 1955, 178; 1956, 
230 ; 1957, 280. 

I would like to see some national publicity, giving the exact facts to the public 
of the total number of dollars in Government orders given to the small-business 
man in comparison with the total number of dollars in Government business given 
to the large business concerns. The only facts that Small Business Administra- 
tion publish are the number of orders that small business receives in comparison 
with the number of orders big business received. This is not a fair comparison 
because many of the orders that small business receives run under $100, while 
the orders big business receives run into the billions. 

Another small-business man, equally reputable, is particularly con- 
cerned over the effects on small business of the Defense Department’s 
program of channeling huge amounts of money for research and de- 
velopment almost exclusively to big business. He refers to your own 
good committee’s report which points out that the Government is 
paying for almost two-thirds of all research and development in our 
country, with the Defense Department being the biggest spender of 
the funds and alone passing out about $1.5 billion of research money 
annually to private companies—of which a full 95 percent goes to 
companies employing more than 500 workers, which would certainly 
fit the definition of big business firms. 

In discussion with my colleagues, I have found that similar com- 
plaints have been made by numerous small business enterprises against 
the above practices. It is my hope that this committee, which has so 
adequately demonstrated both its interest in the small-business man 
and its capacity for producing remedial action, will study closely into 
the problems which I have presented and find some means of producing 
the necessary protection. 

I might add, Mr. Chairman, that in regard to the second complaint, 
the inability of the small industrial concern to get adequate money for 
research I find in my own district that this obtains mostly to those 
businesses which are doing work for the Atomic Energy Commission. 
Whether or not, because of other factors, it has become necessary for 
the Commission to channel its funds for research into large business. 
I donot know. But I do know in some instances of which I could give 
example, inventions which have actually been produced by small busi 
ness have been later reproduced by big business under grants which 
have been given from the Government for research purposes. 
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There is a basic inequity in that. I don’t know exactly how it can 
be remedied but if you have any suggestions for any of these problems, 
I certainly would welcome them. 

Mr. Mourer. Thank you very much, Mrs. Church. You made a 
very fine statement and you brought to us, at least as far as I am con- 
cerned, at least one problem that we have never had submitted to us 
before, and that is the first matter that you have referred to. 

The second is, I repeat, we thought we had attacked the problem and 
showed a way to clear it up but apparently complaints are still coming 
in as you indicate. 

Many of your colleagues have indicated to you as they have indicated 
to us the same problem. 

This committee will have to give its attention to both of those 
matters. 

Mr. Rieucman. I think Mrs. Church knows my interest in this, 
particularly in the military side, and its procurement activities. My 
interest is in the protection of small business and in getting for them 
a fair share of Government contracts. 

The first case that you relate is of particular interest to me. I 
realize the problems that the small-business man has in proving his 
product so that it is satisfactory to the Government to buy. 1 think, 
Mrs. Church, some of these stringent regulations have been brought 
into being because we have pointed up some of the very very poor pro- 
curements that the Department has gone into without first testing and 
having a product approved. 

I do not say that it is necessary to go to the length that has been 
explained in your testimony here, and that they prove the quality of 
their product so that the Government is safe in going ahead with the 
procurement program. 

Now, if it can be tested by the Department of Defense through its 
facilities, after it has been produced, that is one thing. I just do not 
know how cumbersome a job that is going to be. 

Mrs. Cuurcn#. I am sure that the gentleman knows that when I 
served under his very able leadership, I was one of those most critical 
of the procurement on the part of the Defense Department. I think 
precautions had to be taken. I am worried because the precautions 
taken seem to be aimed more at small business by the very nature of 
them. 

Mr. Rrenitman. I would agree with you 100 percent. That is a 
problem I am sure under the leadership of our chairman, when we get 
into the field of discussion with the Department of Defense on these 
lines, we will go to whatever length is necessary to find out how re- 
strictive this type of a provision in the law is against the small-busi- 
ness man getting his rightful share of the contracts. 

Tf all of the contracts that small-business men are getting today are 
as restrictive as the one you referred to in his having to test and prove 
before submitting his product, it would eliminate many from getting 
the business. 

Mrs. Cuurcn. Mr. Riehlman, I can point out, from my own experi- 
ence, a case last year where a small business—which had been given a 
contract—begged permission to use equipment which a company was 
willing to let him use; but the Defense Department would not grant 
permission for it. 











110 SMALL BUSINESS ADMINISTRATION 


Mr. Rrentman. That is the point I think we shal! have to look at 
very carefully and severely, I am sure; and you may be assured that 
under the leadership of our chairman and the membership of this 
committee this will be carefully considered. I can assure you of that. 

Mrs. Cxurcu. Thank you for your cooperation. 

Mr. Seriy-Brown. I want to thank Mrs. Church ve ry sincerely for 
the testimony which she has presented because I am sc my own files 
give added evidence to the evidence which vou have already presented. 

I wonder if you have had a third type of complaint from the small- 
business man, namely, that he has followed through on a bid, he has 
submitted his bid in accordance with Government qualifications o 
specifications, and then, after it was all done and the bids opened and 
made public, the Department of Defense says, we are sorry; we made 
a mistake when we published the specifications and as a result we 
cannot accept your bid. 

In other words, the businessman has done everything that the Gov- 
ernment told him to do, and the Government says, we are sorry, there 
was an error, on our part; the small-business man finds himself in the 
position that he has made his bid public. He has also gone to the ex- 
pense which you have described here to find out it is thrown out not 
because of any error on his part but because of error in the Govern- 
ment itself and he has no recourse. 

Have you found cases of that nature ? 

Mrs. Cuvurcn. I have not had that apoctlle example, but I have run 
into something closely allied with it, I would say, Mr. Seely-Brown ; 
and it raised a question in my own mind as to whether or not we some- 
times put too much pressure on the Defense Department in the name 
of smal] business. 

In this particular instance,:which Mr. Riehlman may be familiar 
with, a small company was low bidder—very much the low bidder 
and was not given the bid. There was hesitation. They were able, 
through the Small Business Administration, and perhaps with the 
help of this committee, to make sure that that the low bidder did re- 
ceive the contract. 

The low bidder spent a frantic 30 days trying to produc e what was 
necessary. That was the case to which I referred when I said that he 
begged to be allowed to use equipment for testing which another com 
pany was willing to let him use. Instead he had to wait until he could 
get his own equipment. 

Now, I am not testifying at this moment as to whether or not thie 
contract could have been fulfilled. 

The company had prime contracts and subcontracts which they ful- 
filled with complete satisfaction. However, in this particular instance, 
after a granting of, as I recall, three delays over a short period of time, 
the Government cancelled the contract, which was within its right. 
But the Navy then assured me that they had known from the begin- 
ning that that particular company would never be able to fill the con- 
tract: and we have spent months since trving to save a reputable firm 
of longstanding from complete bankruptcy because if they have to pay 
the penalty they will not only vo under themselves but will carry 
with them their potentials for aiding in the defense of the country. 

When you start to protect small business from big government you | 
have a problem on vour hands, as I am sure you gentlemen know. 
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Mr. Muurer. Mrs, Church, we had the problem submitted to our 
committee some time ago and we thought we had licked it. That was 
the tremendous delay that was encountered by small-business men who 
were required to submit their products to the Government testing 
laboratories. Sometimes it took a year or more before the Govern- 
ment testing laboratory, because of the backlog of work, would issue 
a report as to whether the item met the tests and ' specifications or not. 

During all of that time he could not bid on a conduct for the particu- 
lar item. 

But the shocking thing about your statement is that—I don’t mean 
that your statement is shocking 

Mrs. Crurcn. I take it both w ays. 

Mr. Mutter. But to me, it is shocking to hear the fact that a small- 
business man is now required to spend as much as $30,000 to $45,000 
to get his product tested—do you know whether or not the Government 
has stopped testing these items in its own laboratories 4 

Mrs. Cuurcn. In this particular instance, the man told me that he 
could not get his particular prototype tested because of the time ele- 
ment. But he also gave me to understand that there was more and 
more discouragement of anybody asking for such testing inasmuch as 
the requirement now definitely states that you have to do your own 
testing. 

One of the things I would like the committee to investigate is 
whether or not the government has laid down a policy of no testing. 

Mr. Srery-Brown. Of course, that might run into the problem of 
getting the Government out of business w hich private industry can do. 

In other words, I can see a potential conflict on the one hand being 
pressured to get the Gov ernment out of business 

Mrs. Cuurcn. Could that be met by having the company pay a fee 
for the testing? Ifthe equipment is there, it seems very foolish not to 
be using it. 

[ thank you very much, Mr. Chairman. 

Mr. Mucrer. Thank you very much, Mrs. Church. 

Mrs. Cuurcu. I will leave my problem in your capable and under- 
standing hands. 

Mr. Muvrer. Mr. Floete. 

(Material submitted by agency in connection with Congressman 
Church’s statement will appear in pt. IT.) 


STATEMENT OF FRANKLIN G. FLOETE, ADMINISTRATOR, GENERAL 
SERVICES ADMINISTRATION 


Mr. Mutter. Our next witness is Mr, Floete, Administrator of Gen- 
eral Services Administrtaion. 

You may read your statement or make it a part of the record or sum- 
marize it. 

Mr. Frorre. I would rather do it the way you prefer, Mr. Chairman, 
either way. 

Mr. Mutter. Suppose you read it to us, then. 

Mr. Froere. All right, sir. 

Mr. Chairman, and ; gentlemen of the committee, we appreciate your 
invitation to participate in these important hearings and the occasion 
to acquaint you with the vigorous new program which GSA has under- 
taken to carry out its responsibilities under the Federal Property and 
Administrative Services Act of 1949, the Small Busines Act of 1953, 
and a recent Presidential directive on this subject. 
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Because the Small Business Act of 1953 is expiring this year, we 
know that you are interested in learning of the part. which various 
agencies are playing in the total program for assuring healthy economic 
conditions for small-business concerns throughout the United States. 

As an agency with responsibiiities for major procurement and prop- 
erty disposal programs and for prescribing policy and procedure in 
the field of procurement and disposal, GSA has an important respon- 
sibility in helping small business. 

As you gentlemen know, GSA consists of five services, three of 
which are directly concerned in this matter. The Defense Material 
Service, which buys strategic materials and Defense Production Act 
materials, and operates the domestic minerals purchase program, and, 
secondly, the Federal Supply Service, which procures, stocks, and dis- 
tributes common-use items to other agencies of Government through 
a series of depots located in principal industrial areas throughout the 
United States; thirdly, the Public Buildings Service, which carries on 
a very considerable public buildings construction and repair program. 

Therefore we feel that we are directly involved in this matter and I 
assure you it has our full support. 

I have been a small-business man all my life, so my interest in this 
entire subject has been very keen. 

For convenience, our report will be presented under two broad 
categories: One describing developments in “existing” GSA small- 
business programs, and the other describing a substantially “new” 
program. 

Now, as to existing GSA small-business policies and programs, 
these include many of the things which have been done in the past by 
GSA, as for instance, small business set-asides. 

In cooperation with SBA, we have continued and expanded our 
small-business set-aside program. Proposed procurements in the 
amount of $5,000 or over are screened to determine whether small- 
business concerns can perform the contract requirements. Where 
procurements from small-business concerns are determined feasible, 
either total or partial set-asides are made. During the 8 months 
of the current fiscal year, we have entered into contracts restricted 
exclusively to small-business concerns amounting to approximately 
$11 million. The monthly statistics are set out in an attached 
summary. 

Business service and assistance program: Since 1953, GSA has 
provided business service and assistance through Business Service 
Centers located at the headquarters offices of our regional offices. 
These centers provide businessmen interested in participating in Gov- 
ernment contract work, with information, counseling, and assistance 
including copies of specifications, the display of bid invitations and 
similar aids. Last year, these centers received and serviced 366,829 
inquiries, 140,892 by mail; 115,914 by telephone; 110,023 in person, and 
furnished free, or at nominal prices, 293,422 copies cf Federal and 
GSA specifications. 

Procurement, sales, and contract awards information is regularly 
submitted by GSA for publication in the Department of Commerce’s 
daily publication, “Synopsis of United States Government Proposed 
Procurement, Sales, and Contract Awards.” 
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In cooperation with SBA, we have participated in 20 small-business- 

portunity conferences or clinics in different cities sponsored by local 
handiers of commerce. 

Mr. Bean, who is Commissioner of Federal Supply, participated 
personally in practically every one of those. 

Under GSA Government-wide regulations, when two or more equal 
low bids are received, award is made to the equal low bidder having 
the highest priority status, considering both the small-business status 
of the bidders and whether or not the contract will be performed in an 
area of substantial labor surplus. 

Quantity lotting: We recognize that the ability of small-business 
concerns to participate in Government procurement and disposal con- 
tracts frequently is governed by the quantity of items being procured 
or offered for sale. 

To enable small concerns to participate in large procurement con- 
tracts, GSA-prescribed standard bidding terms permit the submission 
of bids for quantities less than the total required. 

With respect to disposal contracts, we have issued a regulation 
(GSA Reg. 1-1V-302.03) applicable to all executive agencies which 
requires that, to the extent practicable, property offered for sale 
shall be assembled into reasonably sized lots of like or similar cate- 
gories of items, taking into consideration the buying capabilities of 
prospective purchasers. 

In disposing of real estate with a large acreage, we attempt to re- 
duce it to a normal family-size oper ation or to its original size as an 
individual farm. 

In connection with disaster relief, we contributed, largely in 1955 
and extending into 1956, in cooperation with the Federal Civil De- 
fense Administration and other agencies, we are providing surplus 
Government property to certain States, which, in turn, have been sell- 
ing the property on a nonprofit basis to smal-business concerns in 
need of rehabilitation. 

We turned over this property to the individual States without cost. 
They sold it to such small-business firms at a nominal price, and 
turned the proceeds over to the Agencies which had owned the sur- 
plus property. 

With respect to specifications, it is GSA policy to develop specifica- 
tions in accordance with industry standards so that the small-business- 
man can sell to the Government that which he regularly produces 
for private commerce. 

A program has been initiated in regional offices to contact small- 
business construction and — contractors to stimulate increase com- 
petition and participation in GSA contracts for construction, main- 
tenance, renovation, and repair of public buildings. 

I might say that we are already doing a very large percent of our 
repair work through small-business concerns. It runs in excess of 90 
percent, which is a very high — of course. 

Mr. Rren_man. May I ask a question at that point? You are 
talking about repair work to buildings and all of the facilities that 
General Services Administration rents out and has managerial 
authority over throughout the United States. 

Mr. Frorre. The buildings that we operate. It is a substantial 
program every year. A very large percentage of that 
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Mr. Rreni_man. You say about 90 percent of that is going to small 
business 

Mr. Forte. 92 or 93 percent. 

Mr. Murer. Does your agency have jurisdiction over repairs to 
equipment such as typewriters and adding machines and so forth used 
by Government agencies ? 

Mr. Dunxte. Yes, sir. 

Mr. Mutter. Does that go to local small-business outfits or does it 
go to big business? 

Mr. Dunxkwe. Typewriter repair is contracted for on a regional 
basis. The small-business firms have been successful in securing these 
contracts in competition with the manufacturers’ branch offices. 

Mr. Fioere. Mr. Dunkle is head of the National Buying Division. 

Mr. Rreni_man. I do not want to take too much time away from 
Mr. Floete in describing his position here in the statement, but that is 
an interesting question that the chairman has asked. 

For instance, in my city of Syracuse, N. Y., we have L. C. Smith- 
Corona Typewriter Corp., and they have a factory branch there and 
many small companies which are in the service business and handling 
the repairs of adding machines, typewriters, and so forth. 

Do you know whether or not in that area, Syracuse, the typewriters 
are being repaired by L. C. Smith-Corona; or is that work going to 
small business ? 

Mr. Dunx te. I am not acquainted with the Syracuse area. I know 
the general practice. The typewriter manufacturers’ service branch 
offices cannot compete pricewise with the small independent repair 
shop. 

Mr. Rrenuman. I expect that would answer my question. That the 
small repair shop might be getting the repair work in the area 

Mr. Dunxie. There are many hundred repair shops getting con- 
tracts. 

Mr. Rrewiman. It would be interesting in that particular case if 
we might have that specific area information, if it is not too much 
trouble to find out, because it is in my home district in the city of 
Svracuse where we have a large factory, and, of course, we have fa- 
cilities—and I am sure the factory does—where they do a lot of repair 
work. 

I would be interested to see whether they are getting that today with 
their manufacturing operation or whether sm: ll business is getting it. 

(Information on this situation will appear in pt. IT.) 

Mr. Frorre. We have an interesting case right now, here in the 
city of Washington, and it exists in other cities where we operate our 
regional offices. 

Heretofore, we had been repairing furniture. That is a substantial 
business. GSA has had a shop here that did the work. 

Mr. Bean recently made an investigation of it and we found that the 
costs were high and that we were taking the business away from small 
business people who could well do it. 

We are going to close this shop. We are about to advertise for the 
work and we think there are a large number of firms in the immediate 
area that are qualified to do that work and will bid. 

Now, I feel we are on the right track there, but we have had some 
congressional criticism. 
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Mr. Mutrer. I suppose you can never satisfy everyone on both 
sides of that dilemma. When you close down on a facility which is 
going to put some men out of work, we are going to get pressures from 
the men losing their jobs 

Mr. Ftoere. I am told that we are making every effort to reassign 
these people to openings within the Agency and hope that they will 
not be hurt. It is an incident right on the button, I think, here. That 
indicates the way we are thinking about this. 

On surplus labor areas, a procedure has been prescribed providing 
set-aside on General Services Administration procurements for areas 
of substantial labor surplus in which priority is given to small busi- 
ness. This follows out Office of Defense Manpower directive No. 4. 

For the last 6 months’ period, with respect to purchases of more 
than $25, 57 percent of the total dollar amount, $244,669,228; and 
75 percent of the total number of contract actions, 79,566; were placed 
with small-business concerns. ‘The comparable figures for the year 
ending June 30, 1956, is 54 percent of the total dollar amount and 77 
percent of the total number of actions. 

The prior 2 years were similar to those percentage figures. 

The breakdown of these figures between regular and special GSA 
programs, together with comparable statistics during the past 3 years, 
are shown on the attached summaries. 

I would like to explain that. I told you a moment ago that the 
construction contract amounted to some 92 percent. 

The Federal Supply Service contracts amount to about 55 percent. 
Then the total percentage is pulled down somewhat by the fact that in 
our Defense Material Service we necessarily have to buy many of the 
items from large producers because in buying for the strategic and 
critical materials stockpile, in many instances the actual small pro- 
ducer cannot participate, although they do participate, particularly 
under the domestic minerals purchase programs which Congress has 
provided for. Under those, practically all the participants are small 
business. 

Mr. Mutter. Mr. Floete, I wonder if you could set somebody to work 
in your office and get us some new statistics, or statistics along a new 
line, on both types of business which comes within your procurement 

rogram. ‘Take the industry-by-industry definitions as promulgated 
* the Small Business Administration for its lending facility, and 
using that definition, give us a breakdown of how much of your busi- 
ness went to small business and how much went to big business. 

Mr. Froere. All right, sir. 

Paul Barron is head of our small-business office. 

Mr. Mutter. I don’t expect you to do it now but if you will get it 
within a reasonable time, we will appreciate it. 

Mr. Barron. We will do it if at all possible, but you realize that the 
statistical methods used do not always permit a detailed breakdown of 
this type. If we have the data for doing it, we will most certainly do it 
and get it in here as soon as possible. 

Mr. Mutter. You will probably not have data for doing it unless 
you contact each of your suppliers and ask them to indicate the number 
of employees they have. 

It might be in order to get that statistic—instead of your contacting 
each supplier who has supplied you with any of these items in the last 
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year, or even doing it presently, if you could amend your bid so as to 
require every bidder to indicate the number of employees. 

I think from here in you might be able to get that statistic for us. 
It may take 6 months before you can give it to us that way, but if that 
meets with your approval, Mr. F loete, you can ask each bidder to in- 
dicate the number of employees and we can go and build up that sta- 
tistic without putting you to too much trouble, making your inquiry 
from each one as to how many employees he has. 

Mr. Forres. The matters which I have been talking about are not 
particularly new. They are a continuation of good practices and we 
are simply supplementing them wherever we can. 

However, what I want now to talk about is relatively new. 

While GSA has done much in past years to help small business con- 
cerns, particularly in the field of Government procurement, I am con- 
vinced that GSA can and should play a much more vital and vigorous 
role in this important work. To put this conviction to practice, we 
have launched what I believe will become a far-reaching and effective 
program inGSA. 

The program embraces the following specific aspects which I would 
like to describe for you. 

A new Business Services Division has been established in my im- 
mediate office. This organization is responsible for coordinating and 
promoting GSA programs to help small business concerns. 

I would like to enlarge on that just briefly to say that just prior to 
this time, or at least up until last summer, our small-business activities 
were not properly identified and were rather submerged in other offices. 
We have now taken these activities completely out, set them up 
as an individual entity, and placed Paul Barron at the head of it, Mr. 
Barron is a lawyer by education but has been in the Government pro- 
curement business for a long time and is recognized as an authority 
on it. 

I am working directly with him because I have such a deep interest 
in this subject. We have great hopes for what we might be able to do. 

Secondly, the new or, ganization will provide new direction and 
guidance for an intensified Government contract information and 
counseling services through GSA Business Service Centers located in 
13 principal cities. 

It is hoped that in cooperation with SBA we can extend that cov- 
erage beyond the 13 cities in which we now operate. We think there 
are other cities to which we should be giving that same type of service. 
We feel, however, that we should do it in cooperation with SBA in 
order to avoid the expenditure of funds unnecessarily. 

Mr. Rreutman. May I ask this question: In the 13 principal cities 
that you have mentioned, does SBA have its regional office in that same 
area ¢ 

Mr. Fuioere. Generally; yes, sir. We are working with SBA right 
now to eliminate duplication wherever possible by “consolidating the 
offices. I feel that we will soon accomplish something specific along 
that line. 

Mr. Riruiman. That is a good point and I am glad you are thinking 
that way because, if that can be done, you can expand this service in 
other areas where SBA does not have that service or where you are 
not giving that type of service at the present time to small business. 

Mr. Frorre. Up until this time we never had a direct appropriation 
for this activity. 
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Now, for fiscal 1958 we do have the beginning of it but we won’t 
have it full-fledged until 1959. However, we are starting it on the 
road to separate identity. 

Mr. RieHumMan. Yes. 

Mr. Fioere. Third, we have undertaken a mammoth job of review- 
ing Government procurement policies and procedures in the interest 
of eliminating inconsistencies and inequities and trying to simplify 
procurement procedures. 

Mr. Srety-Brown. Will the gentlemen stop there for a minute? 
If I may, Mr. Chairman—the Government procurement policies—does 
that include policies of the Department of Defense ? 

Mr. Forte. Yes, sir. 

Mr. Srevy-Brown. Thank you. 

Mr. Rreuiman. Could we ask him to expand on it just a little bit ? 

Mr. Motrer. Mr. Riehlman’s suggestion was that you expand on it 
just a little further and give us some idea what you are doing under 
that and tell us, if you will, whether or not you have run across this 
problem that Mrs. Church presented to us about the testing of 
products. 

Mr. Fioere. We will be very glad to comment on that, too. These 
are merely some headings and 1 will be glad to go into that in a 
moment. 

Mr. Muurer. Go right ahead, please. 

Mr. Frorre. Fourth, we have embarked on a positive program to 
carry out recommendation 6 of the Cabinet Committee on Small Busi- 
ness to provide progress and advance payments to Government con- 
tractors. In this connection, we have already issued a governmentwide 
regulation on this subject as 1 will more fully describe in connection 
with my discussion of the task force work. 

Now, I will discuss these four things separately. 

In the past, small-business matters have been handled by referring 
them to the particular service or staff activity most concerned with 
the particular problem. While this has worked reasonably well, it 
has not allowed us to take full advantage of our opportunities for a 
more effective program through a coordinated small-business program 
such as was recommended by the House Select Small Business Com- 
mittee of the 81st Congress. 

As a result of our recent action in establishing the new Business 
Services Division of GSA, we now have, for the first time, an organiza- 
tion, the members of which are specifically responsible for seeing that 
our programs and operations reflect the interests of small business and 
provide the necessary means of coordinating, with respect to small 
business matters, the various operating activities of GSA. Also. this 
organization can be an effective instrument for aiding SBA in putting 
into effect on a governmentwide basis, policy recommendations, pro- 
cedures, and changes in practices dictated by the manifest interest of 
the country in fostering a healthy small-business segment of our 
economy. 

Intensified business information and assistance on Government con- 
tracts: GSA has had since 1951 business service centers, located prin- 
cipally at the headquarters offices of our regional offices, designed to 
provide businessmen interested in participating in Government con- 
tract work with information, counseling, and assistance, including 
copies of specifications, the display of bid invitations, and similar 
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aids. Unfortunately, however, these centers have not approached 
their maximum capabilities. 

Our new program will provide centralized direction, will be respon- 
sive to the needs of the centers for information and facilities, and 
provide the necessary guidance for a more intensified program by pro- 
viding uniform standards, detailed operating guides, and assisting in 
the proper organization and development of each center. We are 
now starting on this process. 

A list of some of the planned projects in connection with the business 
service center operation of GSA is attached. While these are quite 
ambitious in their scope and objective, we feel that they will accom- 
plish results. Of course, we recognize that limitations on funds and 
facilities will require us to proceed gradually with these projects. I 
am certain that the Small Business Administration would support us 
in this effort. I will not take the time to read all of those: they are 
attached as a list of planned projects for the Business Service Divi- 
sion. They do look rather formidable. There are 20 of them. They 
are each important, and I assure you we intend to do our best with 
each of the 20. 

Mr. Mourer. Each of the exhibits which you have attached to your 
statement, Mr. Floete, will be made a part of our record in full. 

Mr. Fioere. Thank you, sir. 

The next subject is the interagency task force. 

The task force for review of Government procurement policies and 
procedures in an interagency activity was established by me in Octo- 
ber 1956 in response to a directive of the President. I believe you 
gentlemen have a copy of our first supplementary report on your desk. 
That includes the letter from the President which actually set up this 
responsibility. It is dated September 26. Mr. Seely- Brown, in re- 
sponse to your question, I might read the pertinent sentence from the 
President’s letter. “The review should extend to all principal pro- 
curement agencies in the executive branch, including those which are 
exempted by statute from the authority of the Administrator of Gen- 
eral Services.” 

That establishes our authority in the matter. I think it is a very 
far-reaching authority and one that gives us the first opportunity 
to proceed on this governmentwide basis. 

I might also add that the entire task force which I will discuss here 
in a moment is working in a most cooperative manner. The principal 

rocurement agencies are working with us on this project which is 
Rieel on a recommendation of the Cabinet Committee on Small Busi- 
ness, that a comprehensive review of Government procurement poli- 
cies and practices be made with the objective of eliminating needless 
inconsistencies, simplifying procedure, and removing inequities. 

Its membership includes representatives from SBA, the Depart- 
ments of Defense, Interior, Agriculture and Commerce, the Atomic 
Energy Commission; Veterans’ Administration, Post Office Depart- 
ment,and GSA. The Bureau of the Budget and the General Account- 
ing Office have advisory representation also. 

There have been furnished to the committee copies of the first sum- 
mary report of the task force which contains the record of 4 month’s 
activity of the task force from October 1956 through February 1957. 
We will be glad to submit it for inclusion in the rec ord if desired. 
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You will note that the task force is endeavoring not only to identify 
problem areas in this field but to initiate remedial actions which will 
facilitate small-business participation in Government contracts. 

By that we mean that as we discover a certain thing that should be 

corrected, we are not waiting. Wherever I have the authority to issue 
it, under existing law, we go ahead and issue it. If there is a question 
about my authority under the law, we can also go to the President 
and either ask him to issue it or ask him to delegate that authority 
specifically. So it is not just another committee to study things. We 
are actually trying to do things as we go along. 

This is an ambitious undertaking for a small group, most of whose 
membership is on a part-time basis. The 5 GSA members, 1 DOD 
member and 1 SBA member are on a full-time basis. Also men from 
the other agencies meet at the call of Mr. Barron as task force chair- 
man. As problems are identical, study groups are designated and 
assigned specific problems for specialized study. This means of 
doing it is probably the best because that way we spread the work 
among a sarge number of persons in various agencies for more effec- 
tive and quicker action. 

Mr. coin dea n. May I ask this question, Mr. Chairman? 

The people from the other agencies, are they assigned specifically 
to this job? Did I understand you to say that they are only part 
time ¢ 

Mr. Barron. The Department of Defense has a full-time represent- 
ative. The Department of the Interior and the Department of Agri- 
culture have had part-time representatives physically resident in the 
GSA building working with the full-time task foree members. 

Mr. Rinuiman. Is it my understanding that the Department of 
Defense has just one representative? 

Mr. Barron. The Department of Defense has a full-time represent- 
ative and I might add that just within the last 2 weeks the Small 

Susiness Administration has also provided not only a full-time top 
staff member but a part-time member to work on our legislative 
program, 

Mr. Rreuiman. Well, let me ask you this: Are you the one that 
is dealing specifically with the men ? 

Mr. Barron. Yes, sir. 

Mr. Fiorre. He isthe head of it. 

Mr. Rreutman. You are “it,” is that it? 

Mr. Fiorrr. He is “it.’ 

Mr. Rie HUMAN. Do you feel that because of the tremendous amount 
of work that is to be done in this field, that you do have sufficient 
representation from these agencies in the part-time service that they 
are giving? With the tremendous amount of procurement in the De- 
partment “of Defense, is one man sufficient ? 

Mr. Barron. Well, our system with the Department of Defense 
works this way: The member of the task force that is on board with 
GSA in our building is primarily a liaison man. It is through him 
that we secure additional services of many other people. 

For example, if you look at one of the exhibits in :k of the projects 
and study groups where there are listed the various people working 
from various agencies, you will note that the Department of Defense 
probably has the largest number of individuals participating. 
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Mr. Rizrutman. What exhibit is that ? 

Mr. Barron. That isexhibit 12 and exhibit 13. 

Mr. Fuoere. Clear at the back. It is in the task force report. 

For example, on construction contract forms, and they are doing a 
very valuable piece of work, the chairman of that group is a Depart- 
ment of the Army man. 

On supply contracts, or supply contract forms work, which is just 
getting underway, the representative, the chairman of that study 
group, is a Navy Department lawyer. 

We have a study group, on research and development, on which 
there is a Department of Defense man, from the Air Force Research 
and Development Command. 

Mr. Daumas. Mr. Chairman, I wonder if the GSA would indicate 
who the permanent members of this task force are from each group, 
each agency / 

Mr. Barron. That is listed as an exhibit. 

The complete membership, representatives appointed by the agen- 
cies, are listed in exhibit 5. 

In some cases, they are liaison people; in other cases they are actu- 
ally working with us on board full- or part-time. 

Mr. Manzss. I notice from your list that the Small Business Admin- 
istration is merely listed as an advisory member and not as a regular 
member of the task force. 

Mr. Barron. This report was completed as of March 1. However, 
the last 2 or 3 weeks we have had on board full time with the task 
force Curtis Anderson, one of the top staff people in SBA who is 
now working with us full time. 

We also have an SBA attorney who is on board with us at least 
on a part-time basis working on the legislative program. 

Mr. Maness. When the task force was originally organized, was it 
not true that SBA was not a member? 

Mr. Barron. That is true that SBA, not being a procurement 
agency, was not a regular member formerly, but they have in fact 
participated in the work of the task force from the very beginning 
just as have the procurement agencies. 

Mr. Manzgss. Are they now officially a member of it? 

Mr. Barron. Yes 

Mr. Maness. Was that done by Executive order ? 

Mr. Barron. No, that was done by mutual arrangement between 
SBA and GSA. 

Mr. Maness. In the setting up of the task force, was that done by 
Executive order ? 

Mr. Fiorre. That was done by administrative order of our own, 
GSA. 

Mr. Maness. SBA was excluded at that time / 

Mr. Barron. No, sir, the original task force was designed to in- 
clude the proc urement agencies, this being a review of procurement 
policy and procedures, but we did arrange at that time for SBA, 
GAO, and Bureau of the Budget to have advisory representation. 
We worked almost daily with members of the SBA'st: uff, and as you 
will note from exhibits 12 and 13, representatives from their office 
have been on our study groups. 

Mr. Mangss. The only change has been recently of SBA being 
added to the task force. 
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Mr. Barron. As a full-time resident activity. 

Mr. Maness. GAO and Budget are still on an advisory basis? 

Mr. Barron. Still on an advisory basis. 

Mr. Dataas. Mr, Chairman, I do not believe the question that I 

asked was answered. What I Sink the subcommittee would be much 
interested in is the so-called permanent members of the task force, or 
members from each of these agencies. For instance, who are the GSA 
permanent members, the DOD permanent member, et cetera? Would 
you indicate those or would you rather submit the list? 
” Mr. Barron. No, I can indicate them to you now, if you wish. In 
the Department of Defense, the full-time representative is Lt. Col. 
Howard F. Stevenson, who is from the Office of the Assistant Secre- 
tary of Defense, Supplies, and Logistics 

I might say that in addition to Colonel Stevenson, we work almost 
daily w vith Colonel F regosi and General Ghormley who are very much 
interested in the project and we have frequent consultation and 
coordination. 

The other full-time representatives are Curt Anderson from the 
Small Business Administration, myself from General Services Ad- 
ministration, Mr. Julius Silverstein from the Law Office of GSA, Mr. 
Jones from the Comptroller's Office, GSA, Mr, Wanner from the 
Federal Supply Services of GSA and Mr. Spencer from Public 
Buildings Service of GSA, with Mr. Gorham from the National 
Archives and Records Service. 

Mr. Datmas. Alan E. Gorham, is that it? 

Mr. Barron. That is it; yes. 

Mr. Datmas. That is the permanent force, permanent members of 
the task force 4 

Mr. Manerss. Mr. Barron, are any members of the Army, Navy, or 
Air Force members of the task force ? 

Mr. Barron. They are not members of the task force itself. The 
Office of the Assistant Secretary of Defense, Supplies and Logistics, 
provides the basis for coordination and we do have Army, Navy, and 
Air Force representation as corrective action is undertaken on each 
problem identified. 

Mr. Maness. Other than the research and development study group, 
is there any other representation by the Army or the Navy or the Air 
Force ? 

Mr. Barron. Yes. On brand names specifications, study group 3, 
there is Maurice O’Connor from the Army. On preference procure- 
ment, No. 2, there is Leonard C. Etheredge from the Department of 
Defense. On construction contract forms, study group 4, Malcolm 
McGregor, who is chairman, from Army. On definition of small busi- 
ness, Etheredge from the Department of Defense. On research and 
development contr acting is Jack Eiden of the Air Force and on supply 
contract forms, we have the chairman from the Navy, Frances A. 
Kelly. Also Mr. Silverstone from the Air Force and Lt. Donald 
Becker from the Army. 

Mr. Frorrr. We felt it was best. to keep the permanent committee 
small so they could work intensely at it and then farm the work out 
to these various study groups rather than have too large a committee 
which always gets cumbersome. 
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Mr. Damas. Mr. Chairman, could I ask just one more question, 
please, on this task force because I think it means a great deal to the 
whole problem, and that is why is there not a representative from 
the Department of Defense itself, from the top echelon of the Depart- 
ment of Defense which deals directly with all the services? 

Mr. Barron. We do have a full-time Department of Defense rep- 
resentative. 

Mr. Daumas. That is the United States Marine Corps, but I mean 
from the Defense Department Staff. 

Mr. Barron. Colonel Stevenson is a Marine Corps officer, but he is 
assigned to the Office of the Assistant Secretary of Defense, Supplies 
and Logistics. 

Mr. Daumas. Thank you. 

Mr. Srreiy-Brown. Could I ask a question, sir, in connection with 
the whole work of your task force? Iam sorry I have not had a chance 
to study your summary peport as yet. Iam also sorry to interrupt 
your testimony but we are about to go into the session on the floor. 
Has your task force natiiand or will it consider the advisability of 
possibly establishing a procurement policy board in those agencies 
which are prim: ily concerned with procurement ? 

Mr. Frorre. Weil, Mr. Seely-Brown, we would really like to try 
this task force method for maybe another year to see how it works 
The Presidential directive is very broad and it permits us to do that 
and to get all of the procurement agencies into it and I am encouraged 
to think that we are going to accomplish that through this means. If 
it doesn’t work out, then we could go to something else. It is pro- 
gressing very well now. 

Mr. Srety-Brown. The reason I say that and I am sure you ap- 
preciate it, the question has come up in the discussion the last 2 days 
regarding the Loan Policy Board which is required under the law for 
the SBA. We have had informal discussions, some of us, as to whether 
or not a procurement policy board might not be advisable. I do not 
know whether it would or would not. I am sure you are trying to re- 
solve the problem in your own mind to find out whether you can solve 
the problem without it. I mention it because I am sure you are think- 

ing along those lines yourself. 

Mr. Murrer. Mr. F loete, may I suggest before you get into the next 
subject, you have been very helpful and I am sure the rest of your 
statement is also going to be very enlightening to us. We have quite 
a number of questions that we want to put to you. We must be on 
the floor today and unfortunately we can’t sit this afternoon. The 
House will be convening in a few moments. 

Would it be convenient for you to come back on Tuesday and con- 
tinue where we leave off at this point? 

Mr. Frorrr. Yes; Tuesday will be all right. 

Mr. Muvrer. If you have an Appropriations Committee meeting 
that day, they will take precedence over us. 

Mr. Fiorre. I am sure it isn’t Tuesday. 

Mr. Morter. If you find that you cannot do it conveniently, if you 
will call Mr. Maness, our counsel, he will arrange another convenient 
time for you. We would like to continue with you on Tuesday morn- 
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ing and finish yours and then we will continue with Mr. Barnes, whom 
we had to interrupt, too, in order to recess yesterday. 

Mr. Froere. Shall we be here at 10 o’clock then? 

Mr. Mutter. Please. We will meet next week in the caucus room 
in the Old House Office Building. We had one other witness sched- 
uled this morning, Mr. Burger. 

Mr. Burger, do you want to put your statement in the record as part 
of today’s proceedings and come back next week for questioning or 
would you rather come back and present it all at one time? 

Mr. Bureer. I think in view of the fact that the committee had a 
considerable amount of questioning of three men from the Govern- 
ment yesterday, Mr. Barnes, and from Commerce and Treasury, I 
think parts of my statement on policy are very apropos to this situ- 
ation. We are dealing with small business at the grassroots and there- 
fore we are dealing with them nationwide in 48 States. We are getting 
it from, in the common phrase, the horse’s mouth. I think it should be 
very interesting to this committee and the Members of Congress to 
know what our ‘findings might be on this thing. I don’t think it would 
take such a long time to read the statement into the record. I would 
be willing to come back Tuesday for questioning. 

Mr. Mutter. Suppose we put your statement into the record. You 
have copies for each member of the committee. I assure you that 
{—and I am certain that my colleagues—will read it between now and 
next week. Can you come back at that time so we can question you 
about it ¢ 

Mr. Bureer. I will tell you why, Mr. Chairman, I want to add this 
point. In the concluding part of my statement are two statements 
which have come in from members of the advisory group from the 
west coast and east coast, which are very important to this whole situ- 
ation. 

Mr. Mutrer. We will make Mr. George J. Burger’s statement a 
part of the record at this point, as though read, and he will return 
next week. 

(Mr. Burger’s statement follows :) 


STATEMENT OF GEORGE J. BURGER, VICE PRESIDENT, NATIONAL FEDERATION OF INDE- 
PENDENT BUSINESS, WASHINGTON, D. C., ON SMALL BUSINESS ADMINISTRATION 


I am George J. Burger, vice president and Washington representative of the 
National Federation of Independent Business. I am appearing here solely for 
the membership of the federation. 

We represent independent business and professional people in all vocations 
from all parts of the country. We have the largest directly supporting member- 
ship of any business organization in the country. 

Our position on legislation is dictated directly by our membership. We poll 
our members on all important issues, and are committed by their majority vote. 

The federation, of course, has a vital stake in seeing to it that the operation of 
the Small Business Administration is carried out in accordance with the will of 
the Congress. In view of this Mr. Chairman, and members of the committee, it 
might be well to do as the late Al Smith often said: “Let’s look at the record” as 
it pertains to the actions of the federation since the Small Business Administra- 
tion was created by the Congress, to make certain that the agency has carried 
out the will of the Congress in its help to small business of this Nation. 

First: The record will show that in our appearances before the Banking 
Committees of the Congress we recommended the creation of the agency, and 
more important, that it be an independent agency, subject at all times to review 
by the Congress. This was the action we took in 1953 
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In view of the statement made before your committee by the Administrator, 
Mr. Barnes, a day or two ago, that the Administration favors the agency being 
made a permanent agency of the Government, if this recommendation is followed 
up by the Congress in making the Small Business Administration a permanent 
agency, with full control vested in the administrator will result in increasing the 
efficiency of the operation of the agency which will act as a morale builder for 
small business of this Nation, and the establishment of the agency on a perma- 
nent basis will also attract more competent personnel. 

Second, shortly after the agency was created in the summer of 1953, I made 
my usual annual visit to the head office of the federation at Burlingame, Calif., 
and during the time of this visit out there I had an opportunity to visit some few 
regional offices of the agency and confer with the regional directors. Mr. Chair- 
man at the time of these visits I always make it a must to be accompanied by 
someone else so that whatever my findings are they can be confirmed by others 
present. 

During our visits to the regional offices of the Small Business Administration 
in the West and Middle West we found a situation as to policy that was not in 
keeping with the intent of Congress, and as a result of our findings on my return 
to Washington a joint meeting was held with Treasury and Commerce officials 
on October 26, 1953, which resulted in a complete change of policy through which 
all small business could be helped through the SBA. I might say that in Novem- 
ber 1953 the press gave full publicity to that action. Shortly thereafter Mr. 
Wendell Barnes became the Administrator. 

Third, during the life of the agency the closest liaison has existed between the 
Washington office of the federation and the top officials of the agency. Many 
conferences have been held with Mr. Barnes and his deputies, all in keeping with 
the intent of being a help to the agency, and we believe the information we have 
been getting from our nationwide membership, commonly referred to as the 
“grassroots” has tended to advance the standing of the Small Business Admin- 
istration with small business throughout the Nation. During these past 3 years 
we have made it our business to visit regional offices of the agency throughout 
the Nation for the sole purpose of finding out what was taking place at the local 
level. 

Fourth, on July 5, 1956, speaking for the federation, I conferred with Dr. 
Arthur Burns, Economic Adviser to the President, and presented to him as 
Chairman of the President’s Cabinet Committee on Small Business, seven spe- 
cific recommendations on small business to be considered by his group when they 
made their report to the President. Among the recommendations made by us 
were (1) that the agency be made a permanent agency of the Government, and 
(2) that the control of the agency be placed exclusively in the hands of the 
Administrator, eliminating the Policy Board as heretofore existing in that 
agency. In making the above recommendations we reaflirmed the reecommenda- 
tions which we made from the first instance when the legislation was proposed. 

Fifth, in our appearances before the platform committees of both national 
conventions—in Chicago and San Francisco 1956—we urged these committees 
to have the same recommendations adopted in their respective platforms. 

Sixth, on December 11, 1956 I had a 2 hour conference with Mr. Barnes and 
his deputy, at which time I gave to them our recent findings after personal visits 
to regional offices of SBA in certain sections of the Nation. As a result of that 
2 hour or more conference we believe that SBA is showing a steady progress in 
carrying out the will of the Congress. However, there is still plenty of room 
for improvement. The subject matters discussed during this conference were: 
(1) tight money, (2) inventory, (3) credit formula, (4) direct loans, (5) advisory 
groups, (6) ceiling on loans. 

Seventh, on the opening of the new Congress we urged introduction of legisla- 
tion to make the agency a permanent one, with full power as to the overall 
policy of the agency being placed in the hands of the Administrator. We are more 
than pleased to advise that quite a few bills have been introduced along the line 
of these recommendations, and we have just completed a nationwide poll of our 
entire membership on 8S. 545 introduced by Senator Thye, and H. R. 2513 intro- 
duced by the Honorable Frank Thompson, Jr., both of which bills provide for 
the establishment of the Small Business Administration as a permanent agency, 
and with full control vested in the Administrator. The result of the poll dis- 
closed: 83 percent, for; 14 percent, against; 3 percent, no vote. 

It is our hope that at no time will Congress ever permit the agency to become 
a part of the Department of Commerce. 
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Of course there are many other operations the Small Business Administration 
ean fulfill and carry out, such as making greater and greater efforts toward 
securing an equal share of Government contracts for small business, even if 
necessary, to take the prime contract. 

There is another important recommendation which should be considered, and 
that is that the regional and national advisory groups to the Small Business 
Administration should be made up exclusively of independent businessmen 
because through this action those groups will be able to give to the agency, both 
at the national and local levels the correct picture facing small business in the 
respective areas. We look upon this as very important for a successful adminis- 
tration of the agency. It is with this operation of the agency at this time that 
we have our most grievous complaint, and to substantiate—within the past week 
we have received statements from members of the advisory groups to the 
Small Business Administration—one from the west coast, and one from the 
east coast. 

The report from the west coast states: “I am a member of the Advisory Board 
and have been for several years. At no time has the regional director ever 
called a meeting of the advisory group, which was the original intent and purpose 
expressed to us at the time we were appointed. The area covered by this Board 
is quite extensive and we don’t know anything about the situation down there, 
whether small-business men need help in one category or another. All it is is 
a setup as an office, with a lot of bulletins, etc. But small-business men come 
to me week after week advising of the problems on which they need help. The 
whole situation, as it reflects to small business in that area is that SBA is not 
operating for the interest of small business in that area. There has been no 
meeting of the Advisory Board in that area in 2 years.” 

As it relates to the loan policy in that area, the west coast report states: 
“A Member of Congress from this area recently said at the time Barnes was up 
for extra money that he was very pleased to know banks in his area were coop- 
erating with SBA. This does not check with my personal knowledge of the 
situation. A few small independent banks are cooperating but none of the large 
banks or big chain banks will do business with SBA in participating in any loans.” 

From the East, the member of the Advisory Board is well informed in the 
financial world. As the loan situation applies in his area, he states: “SBA is 
not credited within our county, in my opinion, as being sympathetic in their 
approach to loan applicants or loan applications. They appear to treat the 
applicant, as well as an application, in the same light that the ordinary commer- 
cial bank analyzes it (there is no need for SBA unless that agency is going to 
take a different approach).” 

I might say, Mr. Chairman, at this point, that this was the same reaction I 
received last summer in Chicago, San Francisco, etc., ete. 

The east coast Advisory Board member further states: “If SBA was really 
trying to get the small-business man to consider that agency as a helpful medium, 
they most certainly have not been successful. Disparaging remarks seem to be 
predominant not only among loaning officers in the commercial banks, but also 
the small-business man.” 

Mr. Chairman, he constructively criticizes the agency, and bear in mind he 
is a member of the Advisory Committee—but at the same time he goes further. 
He makes these recommendations : 

“1. Their approach to making loans should be the same as the personal loan 
companies : which is: only when they have losses do they really know and believe 
that they are doing a job. If they try to avoid making losses, it is because 
they are not making the necessary volume of loans that they were created for. 

“9 Hire a couple of top-grade personal loan men in the loan making division 
of SBA: they will show them how to get loan applications and make them.” 

It was very encouraging to hear members of the committee during the past 
day or two of hearings remark that when this Agency is made permanent it 
will be able to attract competent personnel and this was the same opinion ex- 
pressed by some members of the Senate Small Business Committee during 
their recent hearings on the Small Business Administration. 

We have noted, and the Small Business Administration is to be commended 
for the action they have taken in the issuance of publications for distribution 
which provide information as an aid to small business. We also recommend 
that this action be continued and improved upon as time goes on. 

As the views I have expressed come from the “grass roots” we trust that 
Congress will take early action in following through on such recommendations. 
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Mr. Mutter. Consult with Mr. Maness as to a convenient day and 
we will hear you further at that time. 

Thank you very much, gentlemen. 

The committee will be in recess until Tuesday morning. 

(Whereupon, at 11:55 a. m., the committee recessed until Tuesday 
morning, April 3, 1957.) 
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TUESDAY, APRIL 2, 1957 


Untrep States House or REPRESENTATIVES, 
SeLect CoMMITTEE ON SMALL BUSINESS, 
SuscoMMI?TTeEE No, 2 
Washington, D. C. 

The subcommittee met, pursuant to adjournment, at 10:20 a. m., in 
the Caucus Room, Old see: Office Building, Washington, D. C., 
Hon. Abraham J. Multer (chairman of the sube ommittee) presiding. 

Present: Representatives Multer, Riehlman, Steed, and Seely- 
Brown. 

Also present: Irving Maness, subcommittee counsel; Victor P. 
Dalmas, adviser to the minority, and Katherine C. Blackburn, re- 
search analyst. 

Mr. Mutrer. Good morning, ladies and gentlemen. We are ready 
to start. 

We are a little late getting started because we have been trying 
to find out what the situation will be on the floor. It looks as though 
it is going to be quite impossible to sit this afternoon once the House 
goes into session. I do not know what the situation will be tomorrow 
but we may have that same situation tomorrow and possibly Thurs- 
day. That means that we may have to continue these hearings into 
next week. 

We will try to make as much progress as we can this week so as 
to wind them up, if possible. We will continue this morning with 
Mr. Floete as our first witness. 

Will you ask the members of your staff to join you at the table 
so that they can be of assistance to you, if you need them? 


STATEMENT OF FRANKLIN G. FLOETE, ADMINISTRATOR, GENERAL 
SERVICES ADMINISTRATION 


Mr. Mutter. I think we were about to talk about the interagency 
task force as set up by your agency, Mr. Floete, when we recessed the 
last time. 

Mr. Frioere. Mr. Chairman and gentlemen of the committee, last 
week when I finished I had referred to the fact that we had set up in 
my immediate office a business service division and that we had 
created what we regard as a very important task force acting under 
authority of the President’s letter of last September. 

[I would like to explain a little bit more about what I meant by “in 


my immediate office” because I think it is important and perhaps of 
interest to you. 
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GSA operates under a general organization plan of an administra- 
tor, a deputy and two assistant administrators. Certain specific duties 
and functions are assigned to each of these assistant administrators 
and we for some time have been considering just which is the best way 
to allot these functions. 

We have decided on, and put into effect, a plan under which we re- 
assign certain of these functions so that we now have one administrator 
who is in general charge of such matters as personnel, compliance, 
security, administrative functioning, and organization. 

We are putting into the other administrator the sole responsibility 
for handling matters relating to small business, small business centers, 
and general procurement responsibility which we have. 

We believe the duties are so wide and so important that we should 
have one man completely in charge of it. That is in effect now. 

The second step is one that actually I have discussed since last ‘Thurs- 
day with the Defense Department and the Small Business Administrs 
tion and we are in tentative agreement—I think we are in agreement — 
that we should create largely under the authority of Public Law 152, 
the Federal Properties and Administrative Act, a joint policy com- 
mittee consisting of top representatives from Defense, Small Business, 
GSA, and perhaps some of the other larger procurement agencies, 
either on a regular basis or as their advice may be needed on a par- 
ticular subject. 

We believe that this is a voluntary effort to provide a mechanism 
whereby we will have this top group to discuss all of the various prob- 
lems that relate either to procurement, contracting, cataloging, space 
matters which I know are not of particular interest to you, but which 
are an interagency problem all the time, maintenance problems, and 
things of that nature. 

It actually has not existed before and I think is a forward step of 
considerable importance. 

I have discussed the matter with Mr. Barnes of the Small Business 
Administration and with Secretary Maguire of the Defense Depart- 
ment, and I am authorized to say that the »y are in full accord with this 
idea. 

So, those two steps we are taking now and I believe will substantially 
contribute to the solution of the very many problems that exist in the 
procurement and small-business field and related matters. 

That is explanation of perhaps of some of the things I have said 
before. 

Do you know just exactly how far I had gotten, Mr. Chairman? 

Mr. Motrer. I think you had stopped on page 10 when we recessed 
last. We had gotten through page nine with reference to task force 
and you were starting at the first paragraph that begins on page ten. 

Mr. Rreneman. Mr. Chairman, in response to what Mr. Floete has 
just said with respect to this assignment of an assistant administrator, 
in his department, to this most important job, could we expect, Mr. 
Floete, that from time to time the recommendations, suggestions and 
accomplishments of this group would be available to the members of 
this committee, so that we could actually see what has been accom- 
plished. 

Mr. Fioere. We are, of course, reporting task force progress to the 
committee, and will include in these reports all accomplishments re- 
sulting from these new efforts. 
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Mr. Rren_man. I think that would be of interest to us, Mr. Chair- 
man, because I think it is a tremendous step in the right direction of 
solving these problems. Personally, I would like to commend you if 
you are the one who thought of it and suggested doing it. We look 
forward to what is going to be accomplished under this type of 
arrangement. 

Mr. Froerre. I would like to say that the discussion before the com- 
mittee last week was very helpful because it pointed out how important 
you regard this subject. So partially as a result of that questioning 
I thought that this was a way that is now provided by law to accom- 
plish the result and since it is on a voluntary basis it is a lot better than 
if it is by compulsion. 

Mr. Rreutman. I would agree with you, sir. 

Mr. Fiorre. We have already determined very largely the duties 
of this assistant administrator. They fall into four general headings: 
procurement policy division, small ‘business division, service center 
division and special policy division. The organization covers a very 
broad field and I think we can do a lot with it. 

IT am enthusiastic about it. It is really badly needed, I know. 

Mr. Mutrer. We look forward with interest to your progress 
reports. 

Mr. Friorrr. Beginning, Mr. Chairman, perhaps at the top of page 
10, the first summary report indicates that during the short period of 
its existence the task force has reviewed much material from both 
Government and business sources, has identified a significant num- 
ber of major problem areas, and has initiated special projects or 
designated study groups to develop corrective actions. 

We e are especially gratified by the measures taken to help contrac- 
tors in their need for financial assistance. With the support of the 
President and the cooperation of Federal agencies, we were able, 
on December 31, to issue a Government-wide regulation providing for 
liberal progress payments under fixed-price supply contracts. 

Based on operating experiences we hope to oui revisions and im- 
provements in prov iding for progress payments. 

Now, perhaps that—lI should better say for improving the methods 
for providing for progress payments. 

Through the excellent cooperation of the Comptroller General, 
au helpful directive has been issued barring agencies taking unearned 
discounts, a practice which harasses small business. 

Acting, in part, at our request, the Comptroller General also di- 
rected the discontinuance of the requirement for inclusion on invoices 
of a special certification in vogue for more than half a century. This 
milestone in improvement of Government, procurement procedure will 
eliminate costly delays in payments to small-business concerns result- 
ing from the huge volume of invoices being returned unpaid because of 
noncompliance with this requirement. 

I understand that nearly half of the invoices were being returned 
have been for this one reason, that there was not proper certification. 
Now it is eliminated and that will be helpful to all business, including 
small prea 

Mr. Campbell, the Comptroller General, has been very helpful in 
considering any suggestions which the task force has made. 

While the report lists headings of major problem areas identified 
or tentatively identified, this is by no means a complete list of the sub- 
jects which will be considered by the task force. Apart from addi- 
tional problems which may be suggested by others in the future, the 
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task force is developing its own listing of major problems, based upon 
the experience and information of its members. 

We know the committee will be keenly interested in the work of 
the Task Force Legislative Drafting Committee, to which we refer 
on page 12 of the task force report. Areas in which remedial legis- 
lation appear to be required are being tentatively identified and, 
subject to the customary clearance procedure, are described below. 

We anticipate that the measure will seek, among other things, to 
effectuate the following: 

1. Provide greater uniformity in Government procurement and 
greater flexibility to help small business by extending the procure- 
ment procedures of title IIT of the Federal Property and Administra- 
tive Services Act of 1949 to all civilian executive agencies; 

Remove certain obstacles limiting effective standardization and 
codification of contracting procedures of civilian executive agencies ; 

Reflect the original legislative intendment in the light of changes 
in economic conditions, of certain statutes regulating the performance 
of Government contracts. 

4. Increase the authority of executive agencies to negotiate con- 
tracts of a legislatively stated maximum amount with small business 
concerns ; 

5. Permit the making of progress and advance payments on Gov- 
ernment contracts to small-business concerns with a minimum of 
burdensome and expensive administrative procedures; and 

6. Enable executive agencies to assure small-business concerns that 
they will receive procurement contracts involving new or improved 
designs or processes with such concerns that they will receive pro- 
curement contracts involving' new or improved designs or processes 
which such concerns develop. 

Such legislation will facilitate greater uniformity in and simplifica- 
tion of Government procurement procedures and elimination of many 
of the existing impediments which deter small-business concerns from 
participating in Government contract work. In addition, it will per- 
mit valuable economies in Government procurement and _ fiscal 
operations. 

Another project of the task force of which we have great expecta- 
tions is the codification project mentioned on page 14 of the Ist Sum- 
mary Report of the Task Force for Review of Government Procure- 
ment Policies and Procedures. If we can establish a governmentwide 
Federal Manual of Procurement Policies and Procedures to replace 
the many manuals and instructions now in use and to fill the gap where 
there aren’t any, a tremendous stride forward will have been taken 
in developing uniformity and simplification and in communicating 
an understanding to the business world of how the Government agen- 
cies do their contracting for supplies and services. 

I should like to note ‘with thanks that the task force project is re- 
ceiving splendid cooperation from Government agencies and from 
business and professional groups. We look for ward to real accom- 
plishments from this activity. 

Relationship of GSA and SBA. The work of GSA, which I have 
just described is conducted in full cooperation with the Small Business 
Administration. GSA does not directly participate in the SBA pro- 
grams for loans or technical management aids. The GSA procure- 
ment-related programs supplement and strengthen certain activities 
of the Small Business Administration relating to Government con- 
tracts. For example, SBA field offices refer prospective contractors to 
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GSA business service centers and contracting offices for the type of ac- 
tivities and services furnished by such oflices: GSA, on the other 
hand, utilizes some of the publications published by the SBA in this 
field and refers concerns to SBA for loan assistance and technical aids. 
The two agencies, in general, seek to avoid any overlap or duplication. 
As you know, the Small Business Act of 1953 states— 

that the Small Business Administration will not duplicate functions and activities 
performed by other agencies. 

Presently, the 2 agencies are in the process of working out an even 
closer rel: ationship by seeking to bring our respective offices under 1 
roof so that the businessman need not be sent from place to place in 
his attempts to participate in Government contract work. This ob- 
jective will take some time to complete. However, we hope to make 
an early start. 

We wish to thank the committee for the opportunity for this 
presentation. Members of my staff are present with me and we 
will be happy to try to furnish you with any further information 
desired. 

Mr. Chairman, that concludes my formal statement. 

Mr. Mutter. Thank you very much. 

Mr. Steed, do you have any questions ? 

Mr. Steep. Not now, Mr. Chairman. 

Mr. Mouvrer. Mr. Riehlman ? 

Mr. RreuiMan. No questions at the moment, Mr. Chairman. 

Mr. Srety-Brown. I have just one, Mr. Floete, and that is: Is there 
any basic difference between the GSA progress payment regulation 
which you mentioned just now, and the “similar regulation” issued by 
the Department of Defense ? 

Mr. Fiorrr. Well, essentially they are very much the same. The 
Department of Defense, on 1 or 2 points, had a different aproach. 

However, they have agreed that they will permit the use of our 
form at the option of the contracting officer for a 6-month trial period. 
At the end of 6 months, they will then consider whether they will 
adopt our regulation just as it is. 

Mr. Barron, could you just summarize the difference there? 

Mr. Barron. Yes, sir. The principal difference between the two 
regulations lies in the additional flexibility which the GSA prescribed 
governmentwide regulation provides. 

Under the DOD regulation, the contracting officer has to decide 
at the time he puts out the invitation for bids whether or not he will 
provide a progress payment and also decide what type of progress pay- 
ment he will make and include it in the invitation. 

Under the GSA-prescribed procedure, this decision does not have to 
be made at the time the invitation bids are sent out. When the bids 
come in, indicating whether or not there is a need for progress pay- 
ments under the GSA regulation the decision to authorize progress 
payments can be made at that time. 

One additional difference is the fact that after an award of the 
contract, if circumstances arise which indicate a need for progress 
payments that could not have been foreseen at the time the contract 
was let, the regulation authorizes, where appropriate, the making of 
progress payments. 

These are the principal differences. 

Mr. Srety-Brown. Thank you, Mr. Chairman. 
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Mr. Mutter. Mr. Floete, I want to spend a few moments with 
you on the question of definition. It may be that you will want 
to refer the questions to Mr. Barron for answer. Before you do that, 
however, I want to be sure the reporter knows that the schedules and 
exhibits attached to Mr. Floete’s statement are to appear in the record 
immediately at the conclusion of his forma] statement so that the record 
will then be complete. 

(The material referred to follows :) 


General Services Administration small business set-asides, fiscal year 1957 


Number of | Number of | Dollar 


joint deter- | contracts re-| amount of 

minations stricted to | contracts 

smallbusiness| awarded 
DOT ohn nen = 34 48 $508, 255 
August... ‘ ‘ 76 64 | 1, 451, 881 
Septem ber. 75 102 1, 099, 664 
October__- . 67 106 1, 148, 939 
November “4 e 85 102 1, 486, 000 
December_.... 91 153 1, 699, 851 
January........- | 103 188 1, 592, 190 
February. ; j 72 109 1, 954, 205 
Total ake 603 872 10, 940, 985 
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{Draft for discussion purposes, March 1957] 


List OF PLANNED PROJECTS FOR BUSINESS SERVICES DIVISION AND BUSINESS 
SERVICE CENTERS 


1. Establish and operate appropriately located distribution points from which 
bidders may obtain all nonclassified Government specifications and standards, 
including Federal, military, and other formally issued and indexed departmental 
or agency specifications. 

2. Develop a purchasing directory system which will enable business service 
centers to make readily available to the public information concerning the 
identity of current and potential Government purchasing offices, for specific 
classes of commodities or products. The directory now available is limited by 
(1) incomplete listing of buying offices, (2) an incomplete cross-reference of 
buying offices to commodities, and (8) inadequate descriptions of products that 
are purchased. 

3. Develop a centralized control system under which bidders can submit their 
names to either the central or regional offices stating their products and indi- 
cating the areas for which they wish to be placed on bidders’ mailing lists. 

4. Reevaluate the present bid interchange program to determine if each 
business service center should have available and be in a position to furnish 
complete bidding sets for all GSA advertised procurements and disposals. 

5. Develop and maintain an operations guide or manual for use by all business 
service centers to assure standardization of services furnished. (Presently 
being drafted—will be forwarded for comment shortly.) 

6. Revise the existing procedure for handling new and improved products to 
place more emphasis upon the factor of assistance to suppliers. 

7. Publish and maintain a current index of the various Government publica- 
tions pertaining to procurements, sales, and related information. (Presently 
being compiled.) 

8. Establish a comprehensive reference library and display in each business 
service center of current publications of general interest pertaining to selling to 
the Government. Determine which publication should be distributed to the 
public by the centers. (Presently being compiled.) 

9. Work out a program under which business concerns may readily obtain 
copies of or have access to Government procurement and disposal regulations 
and forms in frequent demand. Publish and make GSA procurement regula- 
tions available to the public on a subscription basis in a similar manner as for 
the Armed Services Procurement Regulations. 

10. Develop a central office program of periodic bulletins to the business 
service centers to emphasize important new developments and plans concerning 
regulations, policies, forms, purchase assignments, ete. There is nothing more 
disheartening both to the businessman and to the business service center per- 
sonnel than to be uninformed concerning important recent developments which 
have, in many cases, even had newspaper publicity. 

11. Develop and publish a pamphlet which will give information to business- 
men concerning merchandising to the Federal Government. Included in this 
guide should be the steps necessary to promote sales and create demand for their 
products with Federal agencies; the steps necessary to promote sales to GSA 
and have their items included in the GSA supply system: and steps necessary to 
promote sales of their products after their inclusion in GSA supply system. 
This material should advise of steps necessary to promote demand for products 
at the consumer or “requisitioning” levels within the various agencies as dis- 
tinguished from buying offices. 

12. Develop an effective program for (1) display and availability of all GSA 
bidding documents in each region; (2) for display in regional business service 
center of invitations to bid published by other Federal agencies located in the 
GSA region; and (3) for furnishing to all GSA business service centers bid and 
award information on all GSA purchases and contracts, including appropriate 
provision for making GSA bid and award information readily available to 
interested persons not able to visit the center personally. 

13. The development of a more effective system for inclusion of information 
on proposed procurements and awards in the Department of Commerce synopsis 
of proposed procurement, sales, and contract awards. Also, better compliance 
with the requirement for submission of such information should be secured. 
The present inadequacy of the reporting system, including the lack of adequate 
descriptions and failure to submit information, limits the opportunities of small- 
business concerns to obtain Government contracts. 
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14. Develop a program for assistance to small-business concerns in connection 
with obtaining contracts. For example, furnish information as to identity of 
prime contractors, list of bidders on prime contracts, and so forth. 

15. Develop a system for prebid testing of commodities not covered by qualified 
products lists in order that small concerns can ascertain in advance of bidding 
whether their products meet applicable specifications. 

16. Develop a standard numbering system for invitations to bid. This will 
greatly facilitate the identification of the issuing offices when only the invitation 
for bid numbers are available. 

17. Develop a positive program for participating in locating new sources of 
supply for items where competition among bidders is less than satisfactory. 

18. Develop and publish an informational pamphlet or brochure concerning 
Government contract specifications (presently being drafted by the Federal Sup- 
ply Service). 

19. Arrange for the housing of GSA Business Service Centers and similar offices 
of the Small Business Administration and Department of Commerce under one 
roof in those cities in which these three agencies now have such offices. 

20. In cooperation with the Small Business Administration, determine need 
and arrange for the extension of the GSA business service and assistance pro- 
gram to areas of high industrial activity where GSA does not now provide 
such services. 


GENERAL SERVICES ADMINISTRATION, 
Washington 25, D. C., December 31, 1956. 
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PERSONAL PROPERTY MANAGEMENT REGULATION NO. 


To: Heads of Federal Agencies. 
Subject: Partial and Progress Payments. 
1. General 

This regulation, developed cooperatively with the Department of Defense, pre- 
scribes basic policies and procedures governing executive agencies in making 
partial payments and in providing contract financing in the form of progress 
payments, in consonance with recommendation 6 of the first progress report of 
the Cabinet Committee on Small Business. It is applicable only to fixed-price 
contracts for supplies, and nonpersonal services other than contracts for construc- 
tion, or the engineering and architectural contracts pertinent to construction. 

2. Definitions 

As used herein : 

(a) The term “partial payments” means payments made for invoiced supplies 
delivered and accepted, or services rendered and approved, where such supplies or 
services are only a part of the total contract requirement. 

(6) The term “progress payments” means payments made from time to time 
during the performance of a contract on the basis of costs to the contractor, or 
percentage of completion or particular stage of completion, in connection with 
which the Government takes title to property acquired and work performed under 
the contract. 


3. Partial payments 

Article 7, Payments, of standard form 382, general provision (supply contract), 
adequately provides for partial payments where that form is used. Executive 
agencies shall adopt a liberal policy in making partial payments in order to 
assist business concerns in participating in Government procurement. This 
should minimize the need for contractors to request progress payments. 
4. Need for progress payments not a handicap in awarding contracts 

It shall be the policy to assure, to the maximum practicable extent, that the need 
for progress payments will not be treated as a handicap in awarding contracts to 
concerns which qualify as responsible suppliers. A prospective contractor 
deemed reliable, competent, and otherwise responsible will not be regarded as any 
less responsible because of the need for progress payments. Accordingly, for the 
purpose of determining financial ability to carry out a contract, the availability 
of progress payments will be considered. 


5. Use of progress payments 


Progress payments may be appropriate as a means of providing needed financial 
assistance to a contractor in connection with the performance of a contract which 
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involves expenditures prior to payment which have a material impact on the 
eontractor’s working funds. 


6. Progress payments—procurement by formal advertising 


Provision for progress payments in formally advertised contracts shall be 
in accordance with this section. 

(a) Statement in invitations for bids.—Unless, in connection with procure- 
ments to be effected by formal advertising, it is determined that it would be 
impractical or not reasonably necessary to make progress payments, a statement 
substantially as follows shall be included in the invitation for bids: 

Availability of progress payments: Upon written request of the bidder or con- 
tractor, the Government will, if the contractor is found eligible under applicable 
regulations governing the making of progress payments, make provision for 
progress payments to the contractor whenever the contracting officer considers: 

(1) That the period of time between starting performance and delivery of the 
first end items will exceed six months; or 

(2) That contract performance is likely to involve expenditures prior to de- 
livery of the first end items, having a material impact on the contractor’s working 
funds or, in the case of progress payments first requested subsequent to award, 
involves expenditures having such impact. 

The bidder shall state whether or not his bid is conditioned on the availability 
of progress payments or whether his bid is firm even though progress payments 
will not be available. 

The need for progress payments on the foregoing basis will not be considered 
a handicap or an adverse factor in awarding contracts hereunder. 

(b) Contracts under $10,000.—Ordinarily it would be considered impractical 
to provide for progress payments in contracts for less than $10,000. 

(c) Basis for progress payments.—Where the progress payments availability 
statement in 6a is included in invitations and, as a consequence, progress payments 
are to be authorized, each contract involved shall contain, or provision shall be 
made after execution of the contract, for use of an appropriate progress pay- 
ments clause conforming to the requirements of section 8 of this regulation and 
providing for progress payments on the basis of : 

(1) A percentage (normally not to exceed 90 percent) of direct labor and 
material (either or both) costs incurred by the contractor for property or services 
upon which payment is to be made; or 

(2) A percentage (normally not to exceed 75 percent) of total costs incurred 
for work done under the undelivered or uninvoiced portion of the contract. 

(d) Optional procedure.—As an alternative to the procedure contemplated 
in section 6a, agencies may, on an optional basis, provide for use of a procedure 
under which the determination as to whether progress payments will be avail- 
able, and the specific progress payments clause to be used, will be made at the 
time the invitation for bids is prepared. 

(Nore.—When this optional procedure is used an progress payments are 
not provided for in the invitation, if it is determined after bids are opened that 
progress payments should be authorized, the bids must be rejected and new bids 
solicited with provision for progress payments. ) 

Provision for progress payments in accordance with this section shall not 
require demonstration of actual need for such payments. 


7. Progress payments—procurement by negotiation 

Provision for progress payments in negotiated contracts shall be in accordance 
with this section. 

(a) Statement in requests for proposals.—Unless, in connection with pro- 
curement to be effected by negotiation, it is determined to be impractical or not 
reasonably necessary to make progress payments, a statement substantially as 
prescribed in 6a above, or (when permitted by regulations of the agency con- 
cerned) a statement that contract provision for progress payments will be made 
in conformity with regulations, shall be included in the request for proposals. 

(b) Basis for progress payments.—Progress payments in negotiated contracts 
shall be in accordance with this paragraph. 

(1) Based on costs: except as otherwise provided in paragraph (2) below, 
progress payments under negotiated contracts shall be based on direct labor 
and materials costs or on total costs. Provision for progress payments based 
on costs, at rates in excess of the percentages specified in 6b above, shall be 
made only upon a showing by the contractor of actual need therefor and in 
accordance with the procedures of the agency concerned. 
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(2) Based on percentage or particular stage of completion: When permitted 
by regulations of the agency concerned, progress payments under negotiated con- 
tracts may be based on a percentage or stage of completion if (a) it has been 
customary to make progress payments on that basis in connection with previous 
procurements of the same or similar items or services from the contractor; or 
(b) if progress payments based on costs in connection with previous procure- 
ments of the same or similar items or services from the contractor evidence an 
established pattern of costs, physical completion, and payments; or (c) in con- 
nection with nonpersonal service contracts, it is practicable to make progress 
payments on this basis. 

8 Requirements in connection with progress payment clauses 

Progress payment clauses shall be in accordance with this section. 

(a) Basis for payment.—Progress payment clauses must clearly state, the 
basis on which progress payments are to be computed. 

(6) Title—All progress payment clauses shall provide in substance that title 
to all parts, materials, inventories, work in process, and other property and work, 
acquired or produced by the contractor for the performance of the contract shall 
vest in the Government. This requirement, in addition to the protection afforded 
by careful exercise of judgment in determining bidders’ responsibility as well as 
careful contract administration, should be sufficient, except in unusual circum- 
stances, to fully protect the Government’s interests. This is not intended, in un- 
usual cases, to preclude the use of performance bonds where the right is re- 
served in the invitation for bids to require such protection. 

(c) Recovery of progress payments.—Progress payment clauses shall specify 
the manner in which progress payments made will be liquidated by the Govern- 
ment. Subject to the limitations herein, approved amounts of contractor’s in- 
voices for items delivered and accepted and services satisfactorily rendered shall 
be applied against outstanding progress payments. 

(1) When based on total costs: Normally, progress payments shall be liqui- 
dated at a rate not less than the percentage at which progress payments are 
made. For example, when progress payments are based on 75 percent of total 
costs, approved invoices would be reduced by not less than 75 percent. 

(2) When based on direct labor and material costs: Normally, progress pay- 
ments shall be recovered at a rate established in accordance with the following 
example: 

If the basis for progress payments is 90 percent of the cost of direct labor 
and material and if estimated costs of direct labor and materials are 70 
percent of total estimated costs, approved invoices would be reduced by not 
less than 63 percent (90X70). 

Upon request of a contractor or prospective contractor, a rate of recovery 
lower than specified in (1) or(2) above may be authorized to permit the con- 
tractor to recover a reasonable amount of profit earned on items delivered and 
accepted. Such lower rate shall be based on satisfactory cost estimates or cost 
experience data and estimated future costs furnished by the contractor. 

(d) Progress payments to subcontractors.—Provision may be made to reim- 
burse the prime contractor for 100 percent or less of unliquidated progress pay- 
ments to subcontractors for work to which the contractor has acquired title for 
the Government. The terms and conditions under which a prime contractor is to 
be reimbursed for progress payments made to subcontractors, shall be specified in 
the prime contract. (See exhibits D and E.) 

(e) Other provisions—Where appropriate, progress payment clauses should 
contain appropriate provision for the following and any other necessary pro- 
visions: 

(1) Disposition of unliquidated progress payments upon default or termination. 

(2) Allocation of costs by contractor in accordance with generally accepted 
accounting principles. 

(3) Maintenance of accounting system and controls adequate for the proper 
administration of the payment clause. 

(4) Reduction or suspension of progress payments and recovery at a higher 


percentage than stated in the clause, whenever required by the Government's . 


reasonable need for protection. 

(5) Access to contractor’s records. 

(6) Minimum time interval between progress payments. 
9. Use of progress payment clauses 

This section provides for the insertion of progress payment clauses in invita- 
tions for bids and requests for proposals; the insertion of progress payment 
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clauses in contracts subsequent to award; and examples of authorized progress 
payment clauses. 

(a) Insertion of progress payment clauses.—Whenever it has been determined 
to be practical and reasonably necessary to make progress payments and the 
statement as to availability has been inserted in the invitation for bids or request 
for proposals, the appropriate progress payment clause may be: 

(1) Described in the invitation for bids or request for proposals; or 

(2) Decided upon and made a part of contract at time of award; or 

(8) Decided upon and made a part of the contract during contract perform- 
ance and without a showing of any additional consideration. (Note: If the state- 
ment of availability of progress payments provided for in sections 6 and 7 is not 
included in the invitation for bids or request for proposals, or in the case of 
negotiated contracts, in the contract, and progress payments are found to be 
desirable or necessary after award it will be necessary to formally amend the 
contract, based on legal consideration for such amendment, prior to the authori- 
zation of progress payments. ) 

(b) Examples of progress payment clauses.—The clauses shown in exhibits 
A through E are illustrative only. They are intended as guides for developing 
appropriate progress payment clauses. Short form clauses, such as those shown 
in exhibits A, B, and C, will be sufficient for many of the smaller contracts 
($100,000 or less) or less complicated contracts. The clauses shown in exhibits 
D and E contain more detailed requirements and safeguards of the type likely 
to be necessary in larger or more complicated contracts. 


10. Administration of progress payments 

Progress payment clauses require careful administration to insure proper 
handling. The administering office must keep informed concerning the con- 
tractor’s over-all operations and financial condition. 

(a) Invoices for progress payments.—Contractors must be required to furnish 
such information as is necessary to support each request for a progress payment. 
This should include, among other pertinent data, the cumulative costs incurred 
from the inception of the contract through the period covered by the invoice, 
amount of previous progress payments, and amount of additional progress pay- 
ment requested. 

(b) Audit-Inspection.—Unless there is reason to question the reliability or 
accuracy of information furnished by the contractor, an audit of costs need not 
be a condition precedent to payment. In all cases the physical progress of the 
contractor’s work should be evaluated from time to time to assure that progress 
payments are fairly supported by the value of work actually accomplished on the 
undelivered portion of the contract. Evidence of such evaluation should be a 
part of the appropriate file. The extent of supervision and checks made depends 
upon the nature of the procurement, amount of Government financing involved, 
and the character and financial ability of the contractor. 


11. Facilitating and accelerating payments 

Executive agencies shall take such action as is required to facilitate and accel- 
erate the making of proper payments on all contracts when due. 
12. Coordination 

This regulation is issued with the approval of the Comptroller General of the 
United States. 
13. Agency implementation 


A copy of each agency internal regulation implementing the policies of this 
regulation shall be forwarded to the General Services Administration. 


14. Effective date 
This regulation shall be effective as of the date hereof. 


FRANKLIN G. FLOETE, 
Administrator. 
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EXHIBIT A 


PROGRESS PAYMENTs— SHORT-ForM :CLAusE BASED ON Boru DIREcT LABOR AND 
MATERIAL COSTS OR WHEN [1 MITED TO ErrHeR LABoRr OR MATERIAL 


Upon request of the contractor, progress payments shall be made to the con- 
tractor from time to time as work progresses, in amounts approved by the 
contracting officer, upon the following terms and conditions: 

(@) Computation of amounts.— 

(1) Unless a smaller amount is requested, each progress payment shall he 
90 percent of the contractor’s cumulative costs of direct labor performed and 
material acquired (strike out inapplicable language if limited to a single direct 
cost) for performance of this contract: less the sum of previous progress pay- 
ments. In no event, however, may the amount of unliquidated progress payments 


exceed —— percent of the total contract price of items and Services not yet 
delivered, invoiced to and accepted by the Government : also, the aggregate 
amount of progress payments mad ay not exceed ~ percent of the total 


contract price. (These percentages shall be the same as in (b) below.) 

(2) Contractor’s costs above mentioned must be reasonable, allocable to this 
contract and consistent With generally accepted accounting principles. 

(b) Recovery of progress payments.- Except as otherwise provided in this 
contract, payments by the Government for materials delivered, invoiced to, and 
accepted by the Government shal] be reduced by percent and the amount 
of the reduction applied against progress payments previously made until 
such time as the total of all progress payments has been liquidated. (The 
percentage to be inserted here and in (a) (1) above should be calculated as 
those in the following example: If the base for progress payments is 90 percent 
of the cost of direct labor and material and if estimated costs of direct labor 
and material are 70 percent of tota] estimated eosts. liquidation would be at 
a rate not less than 62 percent (90 times 70) of the contract price of delivered 
items. ) 

(c) Reduction or suspension.—The Government reserves the right to withhold 
or reduce progress Ppiyments and to increase the liquidation rate if in the opinion 
of the contracting officer the contractor is in such unsatisfactory financia] con- 
dition or has so failed to make progress as to endanger contract performance 
and recoupment of progress payments. 

(d) Title to material and work.- When any progress payment is made under 
this contract, title to material acquired and work performed under this contract 
Shall vest in the Government, and title te all like property thereafter acquired 
or produced by the contractor and properly chargeable to this contract under 
senerally accepted accounting practices Shall vest in the Government. The con- 
tractor shall repay to the Government an amount equal to that portion of the 
unliquidated progress payments allocable to material lost, Stolen, destroyed, or 
damaged. Upon completion of performance of all obligations of the contractor 
under this contract, title to all property not delivered to and accepted by the 
Government under this contract and to which title had vested in the Government 
under this contract Shall vest in the contractor, 

(€) Records and re ports.—The contractor shall maintain reasonable controls 
for proper administration of this clause and shall furnish such statements and 
information as may reasonably be requested by the contracting officer. The 
Government shall be afforded reasonable opportunity to examine the contractor’s 
books, records, and accounts. 

(f) Default.—tf this contract is terminated for default, the contractor shall. 
upon demand, pay to the Government the amount of unliquidated progress pay- 
ments, less any amounts payable to the contractor in accordance with the default 
clause. 

(9) Reservation of rights.—The rights and remedies of the Government pro- 
vided in this Clause shall not be exclusive and are in addition to any other 
rights and remedies provided by law or under this contract. 
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(a) Computation of amounts: 

1. Unless a smaller amount is requested, each progress payment shall be 75 
percent of the contractor’s cumulative total costs under this contract, less the 
sum of any previous progress payments. In no event, however, may the aggregate 
amount of progress payments made exceed 75 percent of the total contract price. 

2. The contractor’s costs must be reasonable, allocable to this contract, con- 
sistent with sound and generally accepted accounting principles, and may include 
depreciation or amortization allowance. Such costs shall exclude amounts for 
materials to which the contractor has not acquired title. 

8. At no time shall unliquidated progress payments exceed 75 percent of the 
total contract price of the items and services not yet delivered and invoiced to 
and accepted by the Government. 

(b) Recovery of progress payments.—Except as otherwise provided in this 
contract, payments by the Government for materials delivered, invoiced, and 
accepted shall be reduced by 75 percent of the contract price of such items and 
the amount of the reduction applied against progress payments previously made 
until such time as the total of all progress payments has been recovered. 

(c) Reduction or suspension.—The Government reserves the right to withhold 
or reduce progress payments and to increase the liquidation rate if in the opinion 
of the contracting officer the contractor is in such unsatisfactory financial condi- 
tion or has so failed to make progress as to endanger contract performance and 
recoupment of progress payments. 

(d) Title to material and work.—When any progress payment is made under 
this contract, title to material acquired and work performed under this contract 
shall vest in the Government, and title to all like property thereafter acquired or 
produced by the contractor and properly chargeable to this contract under gen- 
erally accepted accounting principles shall vest in the Government. The con- 
tractor shall repay to the Government an amount equal to that portion of the 
unliquidated progress payments allocable to material lost, stolen, destroyed, or 
damaged. Upon completion of performance of all obligations of the contractor 
under this contract, title to all property and work not delivered to and accepted 
by the Government under this contract and to which title had vested in the 
Government under this contract shall vest in the contractor. 

(e) Records and reports.—The contractor shall maintain reasonable controls 
for proper administration of this clause and shall furnish such statements and 
information as may reasonably be requested by the contracting officer. The 
Government shall be afforded reasonable opportunity to examine the contractor’s 
books, records, and accounts. 

(f) Default.—If this contract is terminated for default, the contractor shall, 
upon demand, pay to the Government the amount of unliquidated progress pay- 
ments, less any amounts payable to the contractor in accordance with the default 
clause. 

(g) Reservation of rights.—The rights and remedies of the Government pro- 
vided in this clause shall not be exclusive and are in addition to any other rights 
and remedies provided by law or under this contract. 





Exiipit C 
PROGRESS PAYMENTS—SHORT FoRM CLAUSE FOR SPECIFIC MATERIAL 


Progress payments shall be made whenever the contractor acquires, free of all 
claims, property necessary for performance of this contract as follows: 
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Computation of amounts 


(a) The amount of each progress payment shall be 90 percent of the actual 
cost of acquisition; less the sum of previous progress payments. Total progress 
payments shall not exceed 90 percent of the above total estimated costs. 

Title to material 

(b) Upon the making of each progress payment, title to the property affected 
shall vest in the Government, free of all encumbrances. However, all risks of 
loss and the obligation to perform this contract shall remain on the contractor 
as bailee entitled to use the property in performance of this contract, and the 
Government shall pay for items delivered and accepted (less allocable progress 
payments) in accordance with the payment clause. Upon fulfillment of all 
obligations by the contractor, title to material remaining in contractor’s posses- 
sion shall revert to contractor. 

Recovery of progress payments 

(c) The above total estimated costs represent ____ percent of the total contract 
price. From each invoice except invoices for progress payments, the Government 
shall deduct ---- percent (1st blank % plus 3) to liquidate any outstanding 
progress payments. Any balance of progress payments not recovered by this 
method shall be paid by the contractor to the Government on demand. 


Reduction or suspension 


(d@) The Government reserves the right to withhold or reduce progress pay- 
ments and to increase the liquidation rate if in the opinion of the Contracting 
Officer the contractor is in such unsatisfactory financial condition or has so 
failed to make progress as to endanger contract performance and liquidation of 
progress payments. 


Default 


(e) If this contract is terminated by default, the contractor shall, upon de- 
mand, pay to the Government the amount of unliquidated progress payments, 


less any amounts payable to the contractor in accordance with the default 
clause. 


EXHIBIT D 
PROGRESS PAYMENTS—TOTAL-Costs CLAUSE 


Progress payments shall be made to the Contractor as work progresses, from 
time to time upon request, in amounts approved by the Contracting Officer upon 
the following terms and conditions: 

(a) Computation of amounts: 

(1) Unless a smaller amount is requested, each progress payment shall be (i) 
75 percent of the amount of the contractor’s total costs incurred under this 
contract plus (ii) to the extent if any provided in the schedule, the amount of 
the progress payments made by the contractor to its subcontractors and remain- 
ing unliquidated ; all less the sum of previous progress payments. 

(2) The contractor’s total costs shall be reasonable, allocable to this con- 
tract, and consistent with sound and generally accepted accounting principles 
and practices. However, such costs shall not include (i) any costs incurred by 
subcontractors or suppliers, or, (ii) any payments or amounts payable to sub- 
contractors or suppliers, except for completed work (including partial deliveries ) 
to which the contractor has acquired title, and except for amounts paid or 
payable under cost-reimbursement or time and material subcontracts for work 
to which the contractor has acquired title, or (iii) costs ordinarily capitalized 
and subject to depreciation or amortization except for the properly depreciated 
or amortized portion of such costs. 

(3) The amount of unliquidated progress payments shall not exceed the lesser 
of (i) 75 percent of the costs mentioned in (a) (1) (i), above, plus any un- 
liquidated progress payments mentioned in item (a) (1) (ii) above, both of 
which are applicable only to the supplies and services not yet delivered and in- 
voiced to and accepted by the Government, or, (ii) 75 percent of the total con- 
tract price of supplies and services not yet delivered and invoiced to and ac- 
cepted by the Government, less unliquidated advance payments. 

(4) The aggregate amount of progress payments made shall not exceed 75 
percent of the total contract price. 
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(5) If at any time a progress payment or the unliquidated progress pay- 
ments exceed the amount permitted by this paragraph (a), the contractor shall 
pay the amount of such excess to the Government upon demand. 

(b) Liquidation.—Except as provided in the clause entitled “‘Termination for 
Convenience of the Government,” all progress payments shall be liquidated by 
deducting from any payment under this contract, other than advance or progress, 
the amount of unliquidated progress payments, or 75 percent of the gross amount 
invoiced, whichever is less. Repayment to the Government required by a retro- 
active price reduction will be made after recalculating liquidations and payments 
on past invoices at the reduced prices and adjusting the unliquidated progress 
payments accordingly. 

(c) Reduction or suspension.—The Contracting Officer may reduce or suspend 
progress payments, or liquidate them at a rate higher than the percentage stated 
in (b) above, or both, whenever he finds upon substantial evidence that the con- 
tractor (i) has failed to comply with any material requirement of this contract, 
(ii) has so failed to make progress, or is in such unsatisfactory financial condi- 
tion, as to endanger performance of this contract, (iii) has allocated inventory 
to this contract substantially exceeding reasonable requirements, (iv) is de- 
linquent in payment of the costs of performance of this contract in the ordinary 
course of business, (v) has so failed to make progress that the unliquidated 
progress payments exceed the fair value of the work accomplished on the un- 
delivered portion of this contract, or (vi) is realizing less profit than the esti- 
mated profit used for establishing a liquidation percentage in paragraph (b), if 
that liquidation percentage is less than the percentage stated in paragraph 
ig) (72). 

(d) Title—When any progress payment is made under this contract, title 
to all parts; materials; inventories ; work in process; special tooling as defined 
in the clause of this contract entitled “Special Tooling”; nondurable (i. e., non- 
capital) tools, jigs, dies, fixtures, molds, patterns, taps, gages, test equipment, 
and other similar manufacturing aids not included within the definition of special 
tooling in such special tooling clause; and drawings and technical data (to 
the extent delivery thereof to the Government is required by other provisions 
of this contract) theretofore acquired or produced by the contractor and al- 
located or properly chargeable to this contract under sound and generally ac- 
cepted accounting principles and practices shall forthwith vest in the Govern- 
ment; and title to all like property thereafter acquired or produced by the con- 
tractor and allocated or properly chargeable to this contract as aforesaid shall 
forthwith vest in the Government upon said acquisition, production, or alloca- 
tion. Notwithstanding that title to property is in the Government through the 
operation of this clause, the handling and disposition of such property shall be 
determined by the applicable provisions of this contract such as the default 
clause and paragraph (h) of this clause, the Termination for Convenience of 
the Government clause, and the Special Tooling Clause. Current production 
scrap may be sold by the contractor without approval of the contracting officer and 
the proceeds shall be credited against the costs of contract performance. With 
the consent of the contracting officer and on terms approved by him, the con- 
tractor may acquire or dispose of property to which title is vested in the Gov- 
ernment pursuant to this clause, and in that event, the costs allocable to the 
property so transferred from this contract shall be eliminated from the costs of 
contract performance and the contractor shall repay to the Government (by 
ash or credit memorandum) an amount equal to the unliquidated progress pay- 
ments allocable to the property so transferred. Upon completion of performance 
of all the obligations of the contractor under this contract, including liquidation 
of all progress payments hereunder, title to all property (or the proceeds thereof) 
which had not been delivered to and accepted by the Government under this con- 
tract or which had not been incorporated in supplies delivered to and accepted by 
the Government under this contract and to which title has vested in the Gov- 
ernment under this clause shall vest in the contractor. The provisions of this 
eontract referring to or defining liability for Government-furnished property 
shall not apply to property to which the Government shall have acquired title 
solely by virtue of the provisions of this clause. 

(e) Risk of loss —Except to the extent that the Government shall have other- 
wise expressly assumed the risk of loss of property title to which vests in the 
Government pursuant to this clause, in the event of the loss, theft, or destruc- 
tion of or damage to any such property before its delivery to and acceptance by 
the Government, the contractor shall bear the risk of loss and shall repay the 
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Government an amount equal to the unliquidated progress payments based on 
costs allocable to such lost, stolen, destroyed or damaged property. 

(f) Control of costs and property—The contractor shall maintain an ac- 
counting system and controls adequate for the proper administration of this 
clause. 

(g) Reports—Access to records.—Insofar as pertinent to the administration 
of this clause, the contractor will (i) furnish promptly such relevant reports, 
certificates, financial statements, and other information as may be reasonably 
requested by the contracting officer, and (ii) give the Government reasonable 
opportunity to examine and verify its books, records, and accounts. 

(h) Special provisions regarding default—If this contract is terminated 
pursuant to the clause entitled “Default,” (i) the contractor shall, upon demand, 
pay to the Government the amount of unliquidated progress payments, and (ii) 
with respect to all property of which the Government elects not to require de- 
livery under the clause entitled “Default,” title shall vest in the contractor upon 
full liquidation of progress payments, and the Government shall be liable for no 
payment except as provided by the “Default” clause. 

(i) Reservations of rights.——The rights and remedies of the Government pro- 
vided in this clause shall not be exclusive, and are in addition to any other rights 
and remedies provided by law or under this contract. No payment, or vesting of 
title pursuant to this clause, shall excuse the contractor from performance of 
its obligations under this contract, nor constitute a waiver of any of the rights 
and remedies of the parties under this contract. No delay or failure of the 
Government in exercising any right, power or privilege under this clause shall 
affect any such right, power or privilege, nor shall any single or partial exercise 
thereof preclude or impair any further exercise thereof or the exercise of any 
other right, power or privilege of the Government. 

Note.—Where it has been determined that the contractor shall be reimbursed 
for unliquidated progress payments made to subcontractors, language substan- 
tially as follows shall be inserted in the schedule of the contract: 


PROGRESS PAYMENTS TO SUBCONTRACTORS 


The contractor shall be reimbursed in accordance with the clause entitled 
“Progress Payments” for all of the progress payments made by the contractor to 
subcontractors under subcontract progress payment provisions, which (1) are 
substantially similar to and as favorable to the Government as that clause (and 
no more favorable to the subcontractor than that clause is to the contractor), 
and (2) make all rights of the subcontractor with respect to all property to 
which the Government has title pursuant to the subcontract, subordinate to the 
rights of the Government to require delivery of such property to it in the event 
of default by the contractor under this contract or in the event of the bank- 
ruptey or insolvency of the subcontractor. 

The Government agrees that any proceeds received by it from property to 
which it has acquired title by virtue of such provisions in any subcontract shall 
be applied to reduce the amount of unliquidated progress payments made by the 
Government to the contractor under this contract. In the event the contractor 
fully liquidates such progress payments made by the Government to it hereunder 
and there are progress payments to any subcontractors which are unliquidated, 
the contractor shall be subrogated to all the Government’s rights by virtue of 
such provisions in the subcontract or subcontracts involved as if all such rights 
had been thereupon assigned and transferred to the contractor. 





Exurisit E 


Progress PAYMENTS—“DrrREcT LABOR AND MATERIALS Costs” CLAUSE 


Progress payments shall be made to the contractor as work progresses, from 
time to time upon request, in amounts approved by the contracting officer upon 
the following terms and conditions: 


(a) Computation of amounts 


(1) Unless a smaller amount is requested, each progress payment shall be 
(i) 90 percent of the amount of the contractor’s costs incurred of direct labor 
and material only (strike out “labor and” or “and material” if progress pay- 
ments are limited to single direct cost) under this contract plus (ii) to the 
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extent, if any, provided in the schedule, the amount of progress payments made 
by the contractor to its subcontractors and remaining unliquidated ; all less the 
sum of previous progress payments. 

(2) (Same as in paragraph (a) (2) of “Total Costs” clause (exhibit D) ). 

(3) The amount of unliquidated progress payments shall not exceed the lesser 
of (i) 90 percent of the costs mentioned in (a) (1) (i), above, plus any un- 
liquidated progress payments mentioned in (a) (1) (ii), above, both of which 
are applicable only to the supplies and services not yet delivered and invoiced to 
and accepted by the Government, or, (ii) — percent of the total contract price 
of supplies and services not yet delivered and invoiced to and accepted by the 
Government, less unliquidated advance payments. (For percentage here and in 
(a) (4), see the first bracketed instruction in (b), below.) 

(4) The aggregate amount of progress payments made shall not exceed 
_-_- percent of the total contract price. 

(5) If at any time a progress payment or the unliquidated progress payments 
exceed the amount permitted by this paragraph (a) the contractor shall pay 
the amount of such excess to the Government upon demand. 

(b) Liquidation.—Except as provided in the clause entitled “Termination for 
Convenience of the Government,” all progress payments shall be liquidated by 
deducting from any payment under this contract, other than advance or progress, 
the amount of unliquidated progress payments, or [insert a percentage which 
is to 90 percent as the amount of estimated costs forming the basis for progress 
payments is to the amount of the estimated total costs] of the gross amount 
invoiced, whichever is less. Repayment to the Government required by a retro- 
active price reduction will be made after recalculating liquidations and payments 
on past invoices at the reduced prices and adjusting the unliquidated progress 
payments accordingly. 

(c) Reduction or suspension.—The contracting officer may reduce or suspend 
progress payments, or liquidate them at a rate higher than the percentage stated 
in (b) above, or both, whenever he finds upon substantial evidence that the con- 
tractor (i) has failed to comply with any material requirement of this contract, 
(ii) has so failed to make progress, or is in such unsatisfactory financial con- 
dition, as to endanger performance of this contract, (iii) has allocated inventory 
to this contract substantially exceeding reasonable requirements, (iv) is incur- 
ring costs, whether or not of the kinds eligible for progress payments under 
paragraph (a) (1) above. which are higher than the respective estimated costs 
used for establishing the liquidation percentage in paragraph (b) above, (v) is 
delinquent in payment of the costs of performance of this contract in the ordinary 
course of business, or (vi) has so failed to make progress that the unliquidated 
progress payments exceed the fair value of the work accomplished on the unde- 
livered portion of this contract. 

(d) Title-——Same as paragraph (d) of “Total Costs” clause, (exhibit D). 

(e) Risk of loss.—Same as paragraph (e) of “Total Costs” clause, exhibit D). 

(f) Control of costs and property—Same as paragraph (f) of “Total Costs” 
clause (exhibit D). 

(g) Reports—access to records ——Same as paragraph (g) of “Total Costs” 
clause (exhibit D). 

(h) Special provisions regarding default—Same as paragraph (h) of “Total 
Costs” clause (exhibit D). 

‘(i) Reservation of rights—Same as paragraph (i) of “Total Costs” clause 
(exhibit D). 

Norr.—Where it has been determined that the contractor shall be reimbursed 
for unliquidated progress payments made to subcontractors, language substan- 
tially as follows shall be inserted in the schedule of the contract: 

Progress payments to subcontractors.—Same as in “Total Costs” clause (ex- 
hibit D). 





ELIMINATION OF REQUIREMENT OF CERTIFICATION OF INVOICES BY THE VENDOR 
Unitrep States GENERAL ACCOUNTING OFFICE, 


OFFICE OF THE COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, March 11, 1957. 


1957—-GENERAL REGULATIONS NO. 154 


1. Purpose.—The purpose of this regulation is to discontinue, with the excep- 
tions hereinafter noted, the requirement of this Office that invoices or bills sub- 
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mitted by all vendor’s conducting business with Government agencies contain 
the following certification of the vendor : 

“I certify that the above bill is correct and just and that payment has not 
been received.” 

This action is taken to make possible simplification of billing procedures of all 
vendors, to eliminate administrative costs in connection therewith for both the 
Government and the vendor, and to facilitate the payment of bills and invoices 
submitted to the Government. 

2. Exceptions.—There are to be excluded from the provisions of this regula- 
tion all bills and invoices of persons, corporations, or agencies furnishing the 
Government with transportation and accessorial services. Such bills and invoices 
shall continue to be certified. 

3. Responsibility of vendors.— 

A. The elimination of the requirement for certification does not dispense with 
the requirement for specific certification of facts required by certain contracts. 

B. The omission of the certificate from bills or invoices submitted for payment 
to Government agencies does not in any manner lessen the responsibility of 
vendors in complying with all statutory requirements applicable to transactions 
with the Government, nor will it be construed as mitigating their liability for 
asserting false, fictitious, or fraudulent claims against the United States, penalties 
for which are set forth in 18 U. 8S. C. 287. 

4. Rescission of previous directives—Accounting Systems Memorandum No, 38, 
dated March 9, 1955, and other directives of this Office which are in conflict with 
this regulation are hereby rescinded. 

5. Effective date-—This change in procedure is effective immediately. 

JOSEPH CAMPBELL, 
Comptroller General of the United States. 





COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, February 15, 1957. 
B-130542 
To the Heads of Departments, Independent Establishments, and Others 
Concerned: 

It has come to our attention that in many instances deductions are being made 
for time or cash discounts offered in connection with governmental procurements, 
either by formal or informal contract, irrespective of whether payment is made 
within the discount period offered by the vendors. 

It is to be noted that under the standard form of Government supply contract 
now in use the discounts offered by vendors for prompt payment properly may 
be taken only when payment is made within a specified number of days, com- 
mencing either from the date of delivery of the supplies, or from date of receipt 
in the office specified by the Government of a correct vendor’s invoice, which- 
ever is later. Also under the terms of this form payment is considered to have 
been made as of the date of mailing of the Government’s check in payment for the 
services, supplies, or equipment furnished. It is understood, of course, that 
discount terms may vary according to the form of contract utilized, and the 
specific terms upon which such discounts may be offered by Government con- 
tractors or suppliers, but it is essential in the interests of the Government that 
prompt payment discounts be deducted only on the basis authorized by the con- 
tractors or suppliers. 

The unauthorized taking of discounts is objectionable because such action re- 
sults in extra costs and working time required for processing vendors’ claims for 
refunds of amounts erroneously deducted. Moreover, the taking of unearned 
discounts tends to affect adversely the good-business and customer relationship 
which should exist between the United States Government and its contractors 
and suppliers. Such practice may also encourage bidders under Government 
invitations to inflate their bid prices to compensate for the loss of unearned 
discounts. 

Therefore, while every reasonable effort should be made to process each invoice 
for payment within the discount period offered, in the best interests of the 
Government it is requested that appropriate instructions be issued with a view 
toward discontinuing the taking of discounts on invoices which are not paid 
within the discount periods offered. 

JOSEPH CAMPBELL, 
Comptroller General of the United States. 
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Mr. Murer. With reference to the definition of small business, it 
appears in exhibit 3 of your First Summary Report—Mr. Barron has 
one in front of him—under item 2 of exhibit 3, which is dated Decem- 
ber 19, 1956: Explanation of New Definition—I believe that Mr. Bar- 
ron was designated by you to sit as your representative on the task 
force that was established by Mr. Barnes as Small Business Adminis- 
trator for the purpose of issuing a regulation on the definition of 
small business to conform to the statute, and the intent of Congress 
as made known to Mr. Barnes from time to time by the committees 
having jurisdiction. 

This committee, the House Small Business Committee, conducted a 
full scale investigation, after Mr. Barnes issued his proposed new 
regulation, but before making it effective, and at the conclusion of 
those hearings by this committee we made a report and I think there, 
too, the finding and recommendation of this committee is unanimously 
concurred in by all members of the full committee that the industry- 
by-industry definition which Mr. Barnes proposed for his lending 
facility should also be the regulation for procurement. Much to our 
surprise we found that subsequent to that hearing and that recom- 
mendation by our committee, Mr. Barnes nevertheless promulgated 
the definition as proposed by him originally and which was the sub- 
ject of our hearing, indicating his adherence to the 500-employee 
definition that had theretofore been in force as to procurement. 

That was the old statutory definition used by the Defense Depart- 
ment as a matter of expediency because of the war situation and this 
committee through the years has been seeking to break down the 
opposition of the Defense Department to changing that definition. 
We felt it was not a good one and arbitrary and did not accomplish 
the purpose of the definition that we wrote into the statute. 

As a matter of fact, by law we changed the definition in the statute 
after the Small Business Administration was set up. We wrote into 
the statute what we thought was a new definition. It is found in sec- 
tion 203. 

That section provided generally that small business was one which 
was independently owned and operated and which is not dominant in 
its field of operation. Then said, in addition to the foregoing criteria 
the administration making a detailed definition may use these criteria 
among others: number of employees and dollar volume of business. 

We find that the 500-employee definition is still the definition for 
procurement although part of the regulation is in the language of the 
statute, that anyone feeling ager ieved by that definition may ‘apply to 
the Small Business Administration and get a certificate that he is 
small business, and on the other hand small business could come in and 
complain that a company that is actually big business was getting the 
contract set aside for small business and that then, the Small Business 
Administration, would have to make a determination of the question. 

I realize that your agency by law now is bound to take the definition 
as promulgated by the Small Business Administration. But this 
committee would like to know whether or not you find anything differ- 
ent in the definition as to procurement in this so-called new regula- 
tion. Is there anything different as to the definition of small business 
as it existed before the definition was promulgated ? 
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Mr. Frorre. I would say “No” except to perhaps enlarge the field 
through the second part of the present definition. I think that ex- 
presses our feeling. 

Mr. Mutter. Now, has your agency had any complaints from small- 
business men with reference to the definition ? 

Mr. Barron. As you know, the task force is considering sugges- 
tions that have come from all over the United States and there is evi- 
dence of some dissatisfaction with the 500-size standard. 

Perhaps this would be a good time to clarify a very basic point and 
that is that the procurement agencies have no basic objection in 
theory to the use of a multiple-size standard. 

In theory, the multiple-size standard would be better because it is 
more nearly a measure of small business and small business obviously 
varies from industry to industry and even within segments of an in- 
dustry. 

The big problem in applying this admittedly desirable principle in 
Government contracts is the administrative problem. (Government 
contracts have to be let through procedures, and invitations for bids, 
for example, have to provide all the information necessary for bid- 
ders to submit responsive and meaningful bids. We have considered, 
for example, the desirability of having the small-business status of a 
concern specified with respect to each item. 

If this would work procedurally, it would be a more ideal arrange- 
ment because, obviously, small business would be better identified. 

In one case small business might be 50 employees; in another case 
it might be 1,000. The 500 definition obviously is a severe compro- 
mise. 

We have prepared a statement here of some of the procedural prob- 
lems, the specific, down-to-earth, practical, procedural problems that 
face the contracting officer and GSA in prescribing forms, for exam- 
ple, to accomplish this purpose. 

I would say this: our conclusion is that it is possible to use a 
multiple-size standard, but this prepared statement indicates some of 
the procedural problems that we do have; also, some of the prob- 
lems that perhaps your committee would have. 

For example, right now, we use the 500 definition. However, all 
firms between 250 and 500 that now get the benefit of any preference 
treatment as small business but who would fall in the 250 category 
on the multiple standard would be excluded. Your committee, for 
example, as well as the procurement agencies would get complaints: I 
used to be small business; why am I no longer small business? How- 
ever, they would thus be denied preference. 

Another example of this problem is that the concern that now has 
the 500 limitation is suddenly put under the multiple-size standard 
in competition under a rule which says that small business includes up 
to 1,000, which means that while up to now he has competed only with 
five-hundred-employee concerns, he would then have to compete with 
concerns that are still small business, even though they go all the way 
up to one thousand. 

In addition, as I have stated, the details of the procedural problems 
that are involved in this are set forth in the present statement on this 
point. We do not say that a multiple-size standard cannot be used. 
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I might just summarize, if I may, Mr. Chairman, what our view 
on this is. 

The use of a multiple-size standard for Government procurement is 
possible, but will further complicate the existing procurement process 
both Government and prime contractors. 

It may also complicate the development of and minimize the value 
of statistics on small business participation in Government contract 
work, 

Obviously if we shift to a multiple-size standard, all figures in past 
years for small business will no longer be usable for comparison pur- 
poses. We would have to start from scratch there. 

A compromise solution for the use of the multiple-size standard 
might be to employ the multiple- -size standard based not on each item 
but on the concern’s principal field of operation. 

A formula for measuring this would have to be developed. This is 
something that the origin: al drafting group had considered at great 
length and frankly had some diffic ulty with. What is a concern’s 
principal field of endeavor? It, of course, varies from time to time. 

The question of whether the advantages of the multiple-size stand- 
ard outweigh, or are outweighed by, the benefits to small business 

‘an only be demonstrated by experience. And obviously such expe- 
rience can be gained only by assuming the risks that we have de- 
scribed in this paper. 

Mr. Murer. What our committee is concerned with, and I think I 
talk for all of the members, we changed this definition in 1955. This 
is not directed at your agency because it was not your responsibility. 
I am just making these statements so that those present will know and 
the record will show what our concern is about this—in 1955 we 
changed the definition and made it clear to the Small Business Admin- 
istrator that we wanted a workable small business definition and inti- 
mated that we wanted an industry-by-industry definition, having the 
right of appeal if anybody was hurt who was previously small busi- 
ness: if they thought they were still small business they could come 
in and prove that they were still small business and should not be 
excluded because of the general language of the definition and it 
would work the other way, too. 

It. wasn’t until the end of 1956, the middle of 1956, that we got this 
proposed definition and then when we concluded our hearings and 
made our recommendations, they were completely ignored by the 
agency which proceeded to put into effect the very definition we have 
heen complaining about so far as procurement is concerned, without a 
single change. 

I think we are happy to note that despite the fact that you find 
there will be difficulties procedurally, that such an industry -by- 
industry definition can be worked out. 

We didn’t say—no member on the committee said this industry-by- 
industry committee definition must be one by items. We did not 
try to tell them that you must take it by items or you were going to 
take it by concerns and determine what is the principal item they 
made in order to determine whether or not that is the right criterion 
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to be used. But it can be worked out. I think you indicate that it 
can be. We never said or intimated that it should be item by item 
rather than industry by industry. 

I do think that that kind of a definition should be worked out and 
while any definition that changes existing practices is going to give 
rise to all sorts of difficulties and many compl: uints by those who are 
hurt, if the 500-employee definition is wrong and we have found it to 
be wrong all through the years: it is arbitrary and does not do the job 
it is intended to do; then we just must make the change some time. 

I think the time is long past when that should be done. 

I would like to have you consider, Mr. Floete, and submit to us not 
immediately but within a short time, what language your department 
thinks should be put into the law so as to require : the kind of a definition 
which will not be an arbitrary numerical definition. We thought we 
had done it by the language we put into the statute, but if you can be of 
help to us we would like to have it. 

Mr. Frorre. Don’t you think this might be a subject that I could 
bat up to this joint policy committee I am talking about? 

Mr. Mutter. Yes, yes; very definitely. 

Again I want to say that whatever I may have said here that sounds 
critical is not directed toward you or your agency. But I think we are 
getting to the point where we must do something about this definition 
and we would like to have your help. I am sure you will extend it 
to us. 

Mr. Froere. Mr. Barron had one other comment, if you will permit 
it. I would like to ask that Mr. Barron’s statement which you re- 
ferred to a moment ago be made a part of the record in full if that 
is agreeable. 

Mr. Mutter. Yes, indeed. 

(Mr. Barron’s statement is as follows :) 


STATEMENT CONCERNING GSA VIEWS ON MULTIPLE SIzE STANDARD DEFINITION 
OF SMALL BUSINESS FOR GOVERNMENT PROCUREMENT 


Based on discussions with Lloyd Dunkle, Director, National Buying Division, 
FSS, and George Grimsley, a member of his staff, we would have to conclude 
that it is possible to use the multiple employee size standard in the small-business 
definition for Government procurement. This action, however, would be subject 
to the following considerations : 


1. Government contract procedural changes 

Existing invitation for bids forms, including standard forms 33 and 30, would 
have to be amended as follows: 

(a) The representation presently used as prescribed by GSA Circular No. 132 
would have to be modified to substitute the reference to the multiple size standard 
in place of 500 employees. 

(b) With respect to each separate item in an invitation for bids, provision 
must be made to identify the bidder as small or large business, the reason being 
that under the multiple employment size standard a bidder may be small business 
on one item and large business on another, unless a concern’s size were based 
on its “principal field of operation” the definition of which would present a number 
of significant unresolved problems. 

(c) It follows from (0b) that in the case of aggregate bids on items where the 
bidder is large in some cases and small in others, the small-business definition 
should provide a formula for determining evaluation for award purposes if equal 
bidders, small-business set-asides, or other small-business preference procedures 
are involved. Very likely also the bid invitations should include a statement of 
this evaluation formula. 
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2. Procurement complications 


Hither the contracting office would have to look up and specify in the invitation 
the number of employees on every item in every invitation (a time-consuming 
and costly process and impediment to the already complicated procurement 
process), or the bidder, for purposes of self-certifying in bidding on each item, 
would have to examine the size standard schedule and determine the classifica- 
tion of his bid with respect to each item to determine whether he qualified as 
small business. In most cases, perhaps, all or most of the items bid on would 
fall under a single classification and through development of familiarity with 
the use of the schedule of size standards over a period of time, the significance 
of this problem would eventually be felt primarily by new bidders. 

Distributors bidding on products of manufacturers, particularly on multiple 
item invitations would have considerable difficulty perhaps in determining the 
information in order to comply with the definition requirement for consideration 
as small business in the case of equal bids, set-asides, or other small-business 
preference procedures. 


8. Reporting system; bidders mailing lists 


The problem of reporting purchases as small or large business would be 
more complicated. Awards to a single concern would be reported as both 
awards to large and small business. The statistics may lose their efficacy to 
truly measure small-business participation. All prior statistics will lose their 
usefulness as a basis for comparison. 


4. Impact on Small Business Administration 


Because of the many instances in which small-business concerns would wish 
to resort to SBA for guidance in self-certifying, the use of the multiple size 
standard would undoubtedly substantially increase the workload (and cost) 
of the Small Business Adminstration in the handling of these cases. 


5. Controversy as to classification in the multiple size standards 


Many concerns now classified as small business would be disqualified under 
the multiple size standard. For example, all concerns having more than 250 
employees falling in the 250 classification. Another example, all concerns now 
under the 500 figure but failing in the 1,000 classification would have to compete 
with larger concerns within the 1,000 class as small business. This will lead to 
many complaints. 


6. Possible delay in procurement process 


Resort to SBA for numerous determinations would quite possibly delay the 
procurement process because of the volume of cases to be processed by SBA. 


7. Subcontract programs 

In general, the problems that the Government would have in applying the 
multiple size standard would apply also to prime contractors who have adopted 
organized small business subcontract placement programs. The problem may 
be more serious here because a complicated program is more difficult to “sell” 
to prime contractors. This is a significant factor because of the necessity for 
increased emphasis on effective subcontract small business activity in the face 
of increased emphasis on the weapon system concept. Here again, however, a 
considerable period of experience might solve this problem. 


8. Summary 


The use of a multiple size standard for Government procurement is possible 
but will further complicate the existing procurement process by both Govern- 
ment and prime contractors. It will also complicate the development of and 
minimize the value of statistics on small business participation in Government 
contract work. 

A compromise solution for use of the multiple size standard might be to 
employ the multiple size standard based not on each item but on the concern’s 
“principal field of operation.” A formula for measuring this would have to be 
developed. 

The question of whether the advantages of the multiple size standard outweigh 
or are outweighed by the benefits to small business can only be demonstrated 
by experience. Such experience can be gained only by risking the consequences 
partially described. 
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Mr. Barron. The one thought that I think we should express is 
that the brunt of the problem has been in the lap of the Small 
Business Administrator because of statutory authority. 

However, as a practical matter, he has been reflecting merely the 
problems that agencies like GSA and Department of Defense have, 
I am sure that to the extent that the procurement agencies can devise 
a multiple size standard approach that would not “completely ham- 
string procurement operations, the Small Business Administrator 
would probably be not only willing but anxious to do this. It is 
really a problem of working out the details of how to do it without 
creating a procedural monstrosity. 

We are constantly faced with this problem of trying to balance 
redtape and paperwork simplicity on the one hand with other 
considerations such as this multiple-size standard. 

Mr. Muurer. Did I understand you to say that the Department of 
Defense is cooperating with you and thinks the same way as you do 
on this subject of the definition ? 

Mr. Barron. Mr. Chairman, I think it would be better perhaps if 
you sought that answer directly from the Department. 

Mr. Mutter. Very well; we will do that. 

I might state for the record that the Small Business Committee is 
made up mainly of small-business men. I think it is one of the few 
committees in the House where there are a minimum number of law- 
yers and a maximum number of businessmen. I think none of them 
pretend to be big-business men. I think they have the feel of the pulse 
of the small-business man and they cannot see the difficulty of this 
procedural problem that we are constantly told exists with reference 
to changing the numerical definition. But we will be pleased to 
hear further from you after you have consulted with your policy 
board on the subject. 

Mr. Datmas. May I ask a question of Mr. Barron? 

Mr. Muvrer. Certainly. 

Mr. Datmas. Mr. Barron, on page 10 you set out a study group 
which was established under the chairmanship of an employee of 
the Department of Defense and following your thought about the 
Small Business Administration, the authority under act of Congress 
to establish that, I am wondering why you chaired that particular 
study group with a member of the Department of Defense staff? 

Mr. Barron. Mr. Dalmas, this study group is not concerned with 
the content of the definition. This study group is concerned with 
the method by which the definition is to be documented in invitations 
and contract documents. 

In other words, this study group merely takes the definition exactly 
as it is prescribed and devises the form of representation to go into the 
contract forms. It is not designed to consider the definition itself. 

Mr. Damas. Thank you. 

Mr. Morrer. Thank you very much. 

Our next witness is Mr. George J. Burger, vice president of the 
National Federation of Independent Business, an old standby of the 
small-business men of the country. He has done a good helpful job 
personally and through his organization, for the small-business men 
of the country. 

We are always glad to have him come before the committee and 
give us the benefit of his views because even though his views per- 
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sonally may differ on occasion from those of the small-business men 
he represents, he tries to give to the committee the thinking of the 
small-business men rather than his own views. 

Last week, Mr. Burger presented to us his full statement which 
we made a part of the record and which I and other members of 
the committee have read since then, and we asked Mr. Burger to come 
back today so that he could submit to questions. 


STATEMENT OF GEORGE J. BURGER, VICE PRESIDENT, NATIONAL 
FEDERATION OF INDEPENDENT BUSINESS, WASHINGTON, D. C. 


Mr. Mutter. Before we subject Mr. Burger to examination, is there 
anything you want to add to your statement? 

Mr. Burcer. Mr. Chairman, I thank you for the kind remarks you 
made about my efforts and the organization I represent, the National 
Federation of Business. 

It is my hope and trust that every action of the federation will 
maintain and increase the confidence of the Members of Congress in its 
sincerity to do a job for independent businessmen of this Nation. 

Now, I am ready for any questions that you may have. 

Mr. Rreutman. I haven’t read his statement, to tell you the truth, 
Mr. Chairman, but I would only say this, that having known the gen- 
tleman for the past 10 years since I have been in Congress, and know- 
ing his constant effort and interest in behalf of small business, I think 
that he speaks the feeling of the people of the organization he repre- 
sents and does it with firm conviction as to what they are interested in. 

Mr. Burcer. Mr. Chairman, to open up this matter, I would ask the 
committee to turn to page 2 and in that third Parageenes as to the 
Loan Policy Board in the SBA, now up to the fall of 1953, for prac- 
tical purposes small business could not qualify for loans in SBA due 
to the pattern that was set—the policy. 

In other words, under the policy that was set until October of 1953, 
they had to be essential war business to qualify for a loan. 

It resulted in, upon my return from the west coast, conferring with 
the then Administrator, and his deputies, at his office on October 23, 
1953, and he himself recommended a joint conference with Treasury 
and Commerce and myself which resulted in, on or about November 1, 
1953, that the loan policy of the Small Business Administration being 
changed, which has resulted in, in excess of 5,000 business loans hav- 
ing been made by SBA, and if the policy had remained as it was in 
1953, there wouldn’t have been any 5,000 loans made by SBA. 

I bring that subject matter up because of the fact that in our 
opinion the policy of the operation of the SBA, and I am only speak- 
ing as the members of the federation so ruled, should rest entirely 
with the Administrator with no interference from Treasury and 
Commerce. 

I also remember the other day of a discussion—I don’t remember 
whether it was you, Mr. Chairman, or Mr. Yates, brought up the 
question of liquor. I remember that distinctly in October 26, 1953 in 
the Treasury Department that the question was put up to me at that 
— 3 Did I believe people in the liquor industry should qualify for 
oans $ 
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I asked those men at that conference, who were they to judge whether 
liquor might not be an essential to the war efforts, used in moderation— 
which is the truth. 

I am not speaking for the liquor interests one way or the other, 
but I did recall this conversation here last Thursday when the question 
came up, why people in the retail liquor industry couldn’t get an SBA 
loan, I only mention that as a matter of fact. 

Mr. Moutrer. They can get disaster loans but not small-business 
loans? 

Mr. Bureer. I know in my State, New York, they have to work on a 
a cash basis, so the only reason they would need a loan, I suppose, would 
be to expand their business, to take a larger store or some other thing. 

I don’t believe there are any book accounts in the liquor industry as 
far as the Empire State is concerned. 

Now, there is another subject on page three of my testimony, 
the last paragraph. I think it is well before I make any remark to 
look at that paragraph. It is marked No. 6 in my statement. 

Mr. Murrer. What would you recommend by way of improvement 
for the lending facilities? 

Mr. Bureer. I think before I go into that, I think that in confer- 
ences, in the conference of December 11, 1956, and the subject matter 
that I brought up in that conference, was not mine. They were 
brought to me, to my attention, at the time I was at the convention of 
the ae ratic National Committee in Chicago, in July of 1956, and 
again in San Francisco, at the Republican National Convention 2 or 3 
weeks later, in the St. Francis Hotel. 

Now, the question of tight money was brought up, and I discussed 
this in my visits with the regional office of SBA. I did not create that 
word. That was brought to my attention in the regional office of the 
Minneapolis Branch of SBA when they asked me, in the presence of 
four other men, did I realize there was a tight money condition ? 

I said, when the Congress voted the additional appropriation for 
SBA there was no mention made in the appropriations or the act of 
Congress whether the money was to be tight money, loose money, or 
what kind. 

Mr. Mcturer. There is no difference between tight money and hard 
money. 

Mr. Bureer. Exactly. There was another question that I found 
in visits with the regional office in Portland, Oreg., the same in 
Minneapolis—1I found out that they were not making any loans on 
inventories. I am talking about inventories not encumbered. I am 
talking about. inventory that is current inventory, that any check of 
a merchant’s books can find out very readily, whether it is current or 
it is not encumbered. 

For example, take the average tire dealer—an industry that I really 
do know about. There is no such thing in his overall inventory as dead 
inventory. He might have a few obsolete sizes but his inventory is 
current. So I say that inventory should be made a part of a collateral 
in a SBA loan. 

Now, the next thing that I discussed, and this was brought up to me 
in my visits, was the credit formula. 

I think that should get very serious consideration in the SBA, and 
on that, I think it is well to note on page 6 the opinions given by 
members of the Advisory Committee of the SBA. 
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Now, on page 6, this financial authority in the State of New York, 
he says there, and I am quoting from page 6, 

Their approach to making loans should be the same as the personal loan com- 
panies, which is: only when they have losses do they really know and believe 
that they are doing a job. 

Now, the other day I think the committee brought up——- 

Mr. Mutter. Let’s stop there a moment, Mr. Burger. You don’t 
think for a moment that these personal loan companies which are good, 
free-enterprise, private-profit businesses think they are doing a good 
job when they are losing money ¢ 

Mr. Burcer. I am telling you that that is just what a financial 
authority stated. In other words, what he tried to convey was that 
they know they are making plenty of loans. They are not there to lose 
money. He realizes they could not stay in business. But, in other 
words, there is a certain amount of risk that they have to take: that 
is what he is getting at insofar as the operation of SBA is concerned. 

Mr. Muurer. How long do you think SBA would continue to oper- 
ate without every Member of Congress throwing brickbats at it if they 
set up a big loss ratio? 

Mr. Bureer. I recall in attending a hearing of the Senate Small 
Business Committee over in the District of Columbia room sometime 
back and I was amazed, answering your question, that one of the 
Senators said, in answer to what you just said, and these are his words, 
not mine, that if there had been a total loss, which never could exist, 
in his opinion there would be no repercussion from Members of Con- 
gress. That is a matter of public record as he made that statement 
before the Senate Small Business Committee. 

Mr. Mutrer. Maybe he has been around longer than I have. 

Mr. Srety-Brown. Could I ask Mr. Burger a question ? 

Mr. Mutter. Certainly, Mr. Seely-Brown. 

Mr. Srery-Brown. Isn’t it true, Mr. Burger, that probably most 
of the loans that are requested from SBA would have a greater element 
of risk than would the loan applied for through a normal channel of 
credit ? 

Mr. Burerr. Correct. Mr. Seely-Brown. 

Mr. Srety-Brown. So we recognize that to start with. 

Mr. Bureer. That is right, exactly. 

Mr. Srety-Brown. Is it not also your impression, as you have 
listened to the hearings and you have been a very attentive spectator 
at all of our hearings since the subcommittee started its work—have 
you not gotten the impression that the SBA and such other agencies 
as have testified to date are well aware of the problem which the smal]- 
business man faces, and that a very real effort is being made to hammer 
uway at these problems one by one and that the record is successively 
a better one 4 

Mr. Burcer. You are correct. 

In my statement, if I may state in conclusion, I said exactly the s:me 
words that progress is being made. 

Mr. Sreiy-Brown. I am sure vour membership, for whom you are 
speaking today, will be made aware of that feeling of yours, as you 
report back on these hearings. 

Mr. Buroer. Mr. Seely-Brown, in every Mandate that goes out from 
the head office at Burlingame, Calif., and I think the officials of Small 
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Business Administration here will say that the Federation in its publi- 
cation, The Mandate, has signally honored the SBA with steady 
progress in carrying out the will of Congress. 

I think Mr. Hipkins will probably verify what you just said. 

What we are trying to do is merely not to criticize SBA but try and 
help them to make this agency carry out the will of Congress. 

Mr. Mutter. That is why I asked you for your suggestions as to 
how it could be improved. You told us in one instance about the 
inventory. 

i think we have already the commitment from this agency that de- 
spite the administration view on tight money, they do not take that 
into account in making loans. So I “think we have covered that situa- 
tion. You have covered the item of inventory. There can be improve- 
ment there, you say, by their allowing inventory to be considered as 
collateral for loan. 

Tell us some more about this credit formula. 

Mr. Burcer. I am glad you asked that question. I think that as 
Mr. Seely-Brown brought up, that is the truth, that when a small- 
business man goes to the SBA, that is the court of last resort. He is 
desperate. So I said to these different regional directors in my visit 
to the west coast and on the way back east: What is the credit formula? 
Are you using the same rigid credit formula that banks have to use 
under State and Federal laws? 

I believe there ought to be a certain tolerance, and I don’t believe 
that they should use as a pattern a similar strict credit formula. 

For instance, here is an unsolicited statement—I met this member, 
he gave me this Friday. He came from Warren, Ohio, The Camera 
Shop, Mr. Chester B. Robinson, 1252 East Market Street, Warren, 
Ohio. Conferred with me today and the following is the experience 
Mr. Robinson stated he had in his visit with the regional office of 
Small Business Administration in Cleveland, Ohio, in December 1956. 

Mr. Robinson stated : 


I approached the Small Business Administration 2 years before on a capital 
loan for $10,000 and was told then that I did not have enough assets for the 
loan to be considered. Then I approached them again in 1956 as our assets have 
been increased by $5,000. The Small Business Administration refuses to make 
the loan without bank participation. Our bank does not feel that we have 
enough assets to grant the loan. We can borrow directly from the bank, without 
SBA, with cosigners but not knowing anyone to cosign for us, we turned to the 
Small Business Administration with no results. 

The Small Business Administration did advise me they would loan $5,000 if 
the bank would participate but they would not make a direct loan of the re- 
quested amount $10,000. Our net worth is approximately $30,000, which has 
increased in 5 years from $15,000. Business has increased five times since 1952 
and are now doing $80,000 a year. 

The reason I approached the Small Business Administration for a loan was on 
the recommendation of our creditors, Eastman Kodak the main one, and they 
said that several dealers have obtained larger loans than we are requesting and 
they can’t understand why ours cannot be approved. 


That was a signed statement that I want to go in the record. 


Mr. Mutrer. The statement will be made a part of the record. 

I am wondering whether that is the formula that is being used 
nation-wide on these small loans. 

Mr. Sreety-Brown. Off the record. 

(Discussion off the record.) 








as 
ll- 
is 
sit 
a? 


ASe 
sve 


er, 
era 
en, 
nce 

of 
56. 


ital 

the 
lave 
ale 
lave 
10ut 

the 


0 if 
, re- 

has 
1952 


s on 


they 
and 


ised 


ee 


SMALL BUSINESS ADMINISTRATION 159 


(The document referred to is as follows:) 


Marcu 29, 1957. 

Mr. Chester B. Robinson, The Camera Shop, 1252 EB. Market Street, Warren, 
Ohio, conferred with Mr. George J. Burger, vice president, National Federation of 
Independent Business, today, and the following is the experience Mr. Robinson 
stated he had in his visit with the regional office of the Small Business Adminis- 
tration at Cleveland, Ohio, in December 1956. 

Mr. Robinson stated, “I approached the Small Business Administration 2 years 
before on a capital loan for $10,000 and was told then that I did not have enough 
assets for the loan to be considered. Then I approached them again in 1956 as 
our assets have been increased by $5,000. The Small Business Administration 
refuses to make the loan without bank participation. Our bank does not feel that 
we have enough assets to grant the loan. We can borrow directly from the bank, 
without SBA, with cosigners but not knowing anyone to cosign for us, we turned 
to the Small Business Administration with no results. 

“The Small Business Administration did advise me they would loan $5,000 if 
the bank would participate but they would not make a direct loan of the re- 
quested amount $10,000. Our net worth is approximately $30,000, which has in- 
creased in 5 years from $15,000. Business has increased 5 times since 1952 and 
are now doing $80,000 a year. 


“The reason I approached the Small Business Administration for a loan was on 
the recommendation of our creditors, Eastman Kodak the main one, and they said 
that several dealers have obtained larger loans than we are requesting and they 
can’t understand why ours cannot be approved.” 

Mr. Rreniman. On the record, Mr. Chairman. 

Mr. Mutter. Please. 

Mr. Rrenitman. What has been your experience? Maybe you cov- 
ered it in the statement. I have not read it carefully, Mr. Burger, as 
to this advisory group throughout the country? Have they been par- 
ticipating to any great degree; and have you found that their sug- 
gestions and recommendations have had any bearing on this loaning 
program ? 

Mr. Burcer. I must answer the question as they reported it to me. 

In the 3 or 4 spots that I covered, they said in one place—you will 
find the statement that there had not been a meeting of the regional 
advisory committee in 2 years. 

In another area, answering your question, they had one meeting and 
one member of that group took a very firm position about the SBA 
being more liberal in their loans to small business. As he reported, 
a very competent man, there was no further meetings. Whether that 
has taken place in the entire area throughout the Nation, I couldn’t 
truthfully say, but in three spots that is happening. 

Mr. Rreniman. These are just three spots you hit while making a 
tour of the United States? 

Mr. Burcer. I would say so; yes. 

Another thing, Mr. Riehlman, on your question: I think these ad- 
visory committees, both at the local, and particularly at the national 
level, should be made up exclusively of small-business people. 

Mr. Rrentman. Do you have any indication that they are not? 

Mr. Burcer. I mean in the National Advisory Committee there is 
one on that board—TI think his company is really not small business. 
They do a business of over a billion dollars a year. 

Mr. Rreuutman. I wouldn’t argue that point, but do you know of 
any cases throughout the United States on this advisory board where 
we just have big-business men and not small business? 

Mr. Burcer. Not on local advisory, but on the national advisory I 
think the committee and chairman should scan the list very carefully 
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and determine in their minds whether they are small business. I 
would rather have the committee make that determination. 

Mr. Rrentman. I am not trying to defend the big-business angle, 
Mr. Burger. 

Mr. Burcer. Neither am I. 

Mr. Rreutman. And particularly we are dealing specifically with 
loans. But when it comes into the procurement end, I think there is 
a place where we have to take into consideration the interests of some 
of the big-business people as well as the small-business man because 
in this- -particularly in the Defense Department here you have your 
problems with the weapons system concept and so forth—you need 
cooperation and underst anding between those that operate big busi- 
ness and small business. We have to have a workable program. 

Mr. Burcer. I want to say this much, Congressman Riehlman, and 
I want it on the record: There h: as been the closest liaison between the 
Administrator, Mr. Barnes, and his deputy, and the Washington office 
of the federation. So, at any time we have gone in there with reports 
that we do not solicit, there has been respec tful attention and consid- 
eration given to the reported conditions. So there has been an indica- 
tion, and a sincere indication upon the part of the Administrator, to 
follow through to the best of his ability. Again we say, the success 
of that agency should rest with the Administrator—as a permanent 
agency. 

Mr. Muurer. Any questions ? 

Thank you very much, Mr. Bur ger, for your assistance and we know 
without specifically inviting you to do 30 you will make available 
to us your further comments from time to time and I hope you will 
be with us through most of these hearings. If you have any com- 
ments on testimony that is adduced here we will be very happy to 
have you submit them to us. 

Mr. Rreximan. Off the record. 

( Discussion off the record.) 

Mr. Rieutman. Thank you, Mr. Chairman. 

Mr. Murer. Will the représentatives of the Small Business Ad- 
ministration ask Mr. Barnes to have available for us for submission 
as a part of the record the list of the names, addresses, and affiliations 
of the various members of the advisory boards or advisory committees. 

Mr. Hrpxrns. That is, all the regional advisory boards? 

Mr. Muurer. As well as the national. 

We would also like to have Mr. Barnes prepared to comment on 
Mr. Burger’s statement. 

Mr. Hirxrns. Yes, sir. 

Mr. Mutter. You have a copy of it? 

Mr. Hrexrns. Yes, sir. 

(This list will appear in pt. IT.) 

Mr. Mutter. Mr. Hipkins, this information I believe you may have 
to get from the various regions; gather it for us at your earliest op- 
portunity ; that is the dates when regional advi isory boards have met 
since their appointment. 

Mr. Hirxins. Yes, sir. 

Mr. Mutter. And I imagine you have the information in your 
Washington office of the national board meetings? We would like 
to have that, too. 
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Mr. Hipexins. Yes, sir. 

Mr. Muurer. Thank you. 

(This list will appear in pt. IT.) 

We will make a part of the record at this time the statement of John 
Marschalk, executive director of the Strategic Industries Association, 
3780 West Sixth Street, Los Angeles 5, Calif., dated March 25, 1957. 

Mr. Rreni~man. Mr. Chairman, I have not had a chance to read 
this. Isthe gentleman going to testify ? 


Mr. Murer. No, he will not. He submitted this in lieu of 
testimony. 


Mr. Rrenuman. In view of this, we might want to ask a question 
ortwo. Shall we address the question to him by mail ? 

Mr. Murer. We will address the letter to him and then make the 
letter, our letter and his response, a part of the record. 

(The statement referred to is as follows :) 


STATEMENT BY JOHN MARSCHALK, EXECUTIVE Director, STRATEGIC INDUSTRIES 
ASSOCIATION, Los ANGELES, CALIF. 


The Strategic Industries Association is on record in favor of the continuation 
of the Small Business Administration. 

A majority of our members have personally indicated they would just as 
soon see the SBA discontinued. 

These two statements appear to be in conflict. 

The circumstance is that most of our members, speaking for themselves, do not 
have very much direct interest in either of the two major programs of the SBA— 
the loan program or the procurement assistance program. 

At the same time, acting objectively as a group, we have recognized that other 
firms may have more significant need for the services of SBA and we feel, there- 
fore, that the Agency should be maintained. 

Our individual reactions to the Small Business Administration stem from a 
characteristic that seems to be common to many who lead and try to build small 
independent businesses. We place a great store by self-reliance and frugality. 
If our taxes could be reduced by the elimination of SBA or any similar agencies, 
we believe most of us would vote in favor of the reduced Government help and 
the reduced tax. 

If there is one root cause for the principal problems of small business, we 
believe it is the inequities imposed by the present tax structure. In support of 
this belief, we have published a booklet titled “The Case for Incentive Taxes” 
and would like to have it accepted as a part of this statement. As the chairman 
of your committee has so ably pointed out, large corporations can pass on a 
great portion of their tax burden, small companies cannot do so and remain 
competitive. 

The financial fix in which we find ourselves—the inability to grow from re- 
tained earnings—the general inability to make our companies attractive either 
for private loans or for equity capital—is a problem outweighing all others. We 
feel it is the overpowering cause for the tendency, particularly in manufacturing, 
to bring a concentration, an oligopoly, that seriously threatens the survival of 
our economic system. 

It has been suggested that the Small Business Administration should assume 
the task ef conducting a long-range study into the impacts of taxation—together 
with legislative recommendations for future action. 

If they could conduct such a study, we would regard it as a service to America 
of immeasurable value. It would constitute a value to us far beyond any of the 
present SBA services for which the companies that make up our membership 
now find relatively small need. 

But many of us have honest doubts that SBA should be given this long-range 
study job. Many of us have voiced past opposition to actions by the executive 
branch when such actions have attempted to dictate legislation to the Congress. 
There would always be in our minds two questions: Whether any recommenda- 
tion by an executive agency could fairly be divorced from the policy of the 
Administration? * * * and whether the Congress should not properly place 
greater reliance on its own studies—compiled as they are with bipartisan repre- 
sentation on the study committees? 
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The considerations stated above bear no reference to present personalities 
in office and would apply regardless of which political party might prevail in 
either the Executive or the Congress. 

Whatever may be the decision of the Congress as to where and by which 
agency the study of long-range problems should be conducted, our urgent plea 
is that no time be lost in providing for the most thorough research, with prompt 
action when the findings are at hand. 

While it is the long-range problems that concern us most deeply, we are also 
concerned with certain more immediate aspects of Federal programs designed 
to assist small business. One aspect, in particular, is the matter of who shall 
receive assistance and under what circumstances. 

We feel we are on safe ground when we assert our belief that it has been 
the intent of the Congress to provide assistance for all small business and by 
no means to favor one small business over another, nor to penalize competent 
small business in favor of less competent small business. We believe this is 
also the general policy of the Small Business Administration. It has been 
observed that their loan program follows accepted business principles, for 
example, and we applaud the Agency for not taking a Santa Claus approach to 
the making of loans. 

At the same time, we have criticized the SBA for using one set of definitions 
for its loan program, different criteria for procurement assistance. If one of 
our members in the propeller manufacturing business can have 999 employees 
and qualify for a loan, why should it not also qualify for assistance in military 
procurement? And if another of our firms with 350 people making aircraft 
components (and competing with some of the largest firms in the Nation) can 
have procurement assistance, why should it be denied a possible SBA loan? 
Where, in these instances, does virtue leave off and sin begin? 

We are told that these inconsistencies can be resolved by appeal on a case-by- 
case basis. But we honestly wonder what purpose is served by the difference in 
treatment which requires that individual cases be brought up for adjustment? 

Second, we should like to raise the problem of a small firm qualifying for 
small business status when some of its stockholders also hold stock in other, 
perhaps larger firms. 

We have in mind a specific company which currently employs about 300 people 
in a field of work that involves direct competition with some of the largest 
firms in the country. This firm believes it is entitled to small-business status 
in approaching military procurements on which it is a qualified potential 
supplier. 

The local SBA office has indicated a probability that the company would be 
denied official small-business status. They indicate a presumption that this 
business is under common control with the larger firms. 

The facts are that the stockholders in question are minority stockholders in 
the firm involved. They cannot control the firm. They are investors in this 
firm and in a number of others. We consider that the small firm is lucky to 
have been able to attract the investment. This, as you know, is one of the 
great problems of all small businesses—attracting equity capital. 

The question arises—now that they have been successful in attracting this 
investment—are they now to be denied the status of small business? We don’t 
want to criticize a decision before it is made, but we do want to be on record 
against a pick-and-choose approach—hairsplitting—when we know the aim of 
Congress is to help all small business, business that is small in the true sense, 
in relation to its competitors. 

Our last point on the matter of immediate problems is this question of favoring 
the less competent. Our association membership is made up of very competent 
firms. Several members of the Select Committee on Small Business can testify 
to this because they have personally visited some of our plants. They also 
know that we are very much small business. We now have 111 members. 
Average employment is under 70 persons. Maximum employment is well 
under 500. 

We are frequently told that Government small business programs are not 
designed to help our type of company. Why not? Is competence in small busi- 
ness a drawback? One employee of Government (not in the SBA) remarked 
last year, “Your companies aren’t really small business.” 

It was not the remark that bothered us; it was what lay back of it. We 
felt we were confronted with a philosophy. 

The philosophy was reflected in the circumstance of one small firm which the 
military recognized as experienced and to which it wished to make an award. 
Another small firm, not experienced in the field, secured the intervention of the 
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SBA and thus obtained the award. We understand the SBA had no choice in 
the matter. But we raise the serious question: How does such action serve 
small business? How does the propping-up of one less experienced small 
pusiness—to the disfavor of another more experienced small business—help the 
American economy ? 

Such a circumstance is admittedly an isolated case. But it could be one of 
many if it is in accord with present rules. Where, we ask, can this lead? 

Can it not lead to a situation in which the politically favored may get the 
order—those in disfavor be put out of the picture? 

It is because such things can happen—whenever the principal role of small- 
business programs grips with detail and not with long-range policy—that 
many of us feel uncomfortable. 

As competent small firms, most of us enjoy the role of modern-day Davids con- 
testing with Goliath. We are ready and able to compete when skill alone is to 
be the deciding factor. We see much of our ammunition taken away from us— 
our dollars. We see these tax dollars used for many things over which we have 
no direct say. We see many of the dollars used to finance production plants 
for some of the largest companies in the country. We see inequities in compe- 
tition because of the edge that these Government facilities provide. And we 
sometimes see the small-business programs of our Government operating to turn 
business over to competitors who will make the products we have designed. 

It is hard to believe that the Small Business Administration could correct such 
underlying inequities. Without doubt they can give help on some of them. But 
the biggest problems stem from causes too big for any administrative agency to 
handle. The problem of tax inequities can be met only by the Congress. The 
question of competing Government facilities can be met only if Congress directs 
a shift in military contracting policies. The matter of redirecting policy to pre- 
clude favoritism of one small firm over another may also need legislative action. 

From the standpoint of the Small Business Administration, we do not feel 
that its services should be withdrawn before cures to the long-range problems 
are found, but many of us honestly doubt the need for the agency if the basic 
inequities are removed. 

This statement will serve no purpose if it is taken as criticism of the SBA. 
That is not the intent. The intent is to focus on what we regard as major prob- 
lems—to implore a thorough study aimed at long-range solutions. And, of all 
the problems, we regard the greatest as being the overpowering burden of the 
high cost of government on the independent businesses of America. If no other 
action is taken, we earnestly hope that tax adjustments will be accomplished be- 
fore it is too late. 


Mr. Muurer. We also have with us the officials of the Atomic Energy 
Commission. They are Mr. Derry, Mr. Read, Mr. Taylor, and Mr. 
Minsch. Mr. Minsch is from the Office of General Counsel; the other 
gentlemen are from the Division of Construction and Supply. 

We have your statement and you may read it or summarize it, if 
you please. If you summarize it we will make the complete statement 
a part of the record. 

Mr. Derry. Mr. Chairman, I can read through the statement; it 
won't take very long. 

Mr. Mutter. Whichever way you please. 

Mr. Derry. Mr. Minsch is on my right and Mr. Read is on my 
left and next to him is Mr. Taylor. 

Mr. Motrer. Very well, sir; you may proceed. 


STATEMENT OF JOHN A. DERRY, DIRECTOR, DIVISION OF CON- 
STRUCTION AND SUPPLY, ACCOMPANIED BY PHILLIP G. READ, 
SMALL BUSINESS AND PROCUREMENT SPECIALIST, GEORGE C. 
TAYLOR, ASSISTANT DIRECTOR FOR SUPPLY, AND WILLIAM J. 
MINSCH, JR., OFFICE OF GENERAL COUNSEL 


Mr. Derry. I would like to thank Chairman Multer and the other 
members of the subcommittee for your courtesy in asking Atomic 
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Energy Commission representatives to participate in these hearings. 

Chairman Multer’s letter of invitation stated that the purpose of 
the hearings is to review the operation of the Small Business Ad- 
ministration, in view of the approaching expiration date of the SBA. 
It is our understanding that the subcommittee would like to hear us 
discuss AEC’s small-business program, AEC cooperation with the 
Small Business Administration, and other pertinent subjects. 

Before discussing these matters, I would like to say that the AEC 
management and staff has a sincere and Ww holehearted desire to achieve 
the best possible small-business participation in AEC programs. The 
success of AEC efforts in behalf of small business is a matter of pride 
with Chairman Strauss, and the other Commissioners, and all of us. 

In our discussion this morning, I propose to describe the AEC 
small-business program in terms of focal point, policies, controls and 
information. 

The focal point of our small-business program is at the subcontract 
level. After analyzing the AEC operation in 1952, we found that 
the opportunities for small-business participation do not emerge to an 
appreciable extent until the first tier of subcontracts is reac hed. Since 
that time, our emphasis has been on subcontracts. These are the sub- 
contracts let by the various cost-type contractors that construct and 
operate the laboratories and manufacturing plants of the Govern- 
ment’s integrated atomic-energy industry. “Although we emphasize 
subcontracting to small business, AEC small- business policies and 
program requirements are equally applicable to both AEC operations 
offices and to AEC cost-type contractors. 

The responsibility for carrying out program requirements rests with 
the ten managers of AEC operations offices. These managers have 
been directed to assist and require their cost-type c ontractors to estab- 
lish and maintain appropriate small business programs. 

The AEC small-business fone and program requirements are 
stated in AEC Manual, chapter 9132, and the basis for this statement 
is the policy of the Congress that a fair proportion of supplies and 
services shall be procured from smal] business. To achieve the ob- 
jectives of this policy, a series of specific supplementary policies have 
been enunciated, and both AEC operations offices and their cost-type 
contractors are required to comply to the maximum extent practicable. 

We believe that, if small business receives a maximum practicable 
opportunity to participate, small businesses will compete successfully 
and will obtain a fair share of AEC subcontracts. The results that 
have been achieved so far seem to support this proposition. 

Now, here is how we have tackled the problem of program controls, 
an aspect of this matter which we feel is most. important. 

The reporting of contract action statistics is an integral part of 
the overall AEC procurement operation and small-business program. 
The problem of collecting meaningful AEC contract, statistics is 
recognizably different from most Government agencies, since AEC 
is concerned with the management of an industry “where the facilities 
are operated by private concerns on a contract basis. Accordingly, 
our system includes the reporting of both subcontract and prime con- 
tract action statistics. 

A second program control involves a different reporting require- 
ment. This second requirement involves a quarterly small-business 
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report which is designed to keep a finger on the operational pulse of 
the small-business programs of each AEC operations office and cost- 
type contractor. Reports are submitted by each cost-type contractor 
to the appropriate Operations Office which, in turn, reports to Wash- 
ington. These quarterly small-business reports are prepared and sub- 
mitted quite independently of the system of contract-action reports. 

The quarterly small-business reports are intended to be brief and 
to the point, and the nature of the information to be submitted is 
spelled out in the AEC Manual chapter on small business. This in- 
cludes: a narrative statement regarding the operation of the program 
during the quarter, and a tabulation of certain factual information 
not provided by the contract reporting system. 

Our third program control is a system of performance appraisals. 

The AEC policy on procurement performance evaluation has been 
in effect since about the time of our last report to you in March 1955. 
It requires an annual appraisal by the Washington staff of the pro- 
curement activities and programs of each AEC Operations Office. 
One of the elements of these appraisals is the effectiveness of small- 
business programs of the Operations Offices and their cost-type 
contractors. 

During the past calendar year, we have completed appraisals of all 
ten AEC Operations Offices. In addition, the performances of our 
cost-type contractors also have been evaluated through annual ap- 
praisals by AEC field staffs. The latter have been a regular and effec- 
tive part of our program for a number of years. 

To inform small-business concerns about doing business with the 
Atomic Energy Commission, we are continuing to publish on an 
up-to-date basis the booklet entitled “Selling to AEC.” Since we 
last. testified before your subcommittee, a fifth edition was published 
and widely distributed. A sixth edition is now in preparation. We 
incorporate new items of interest and benefit to small business in 
each new edition. The present edition contains comments for con- 
cerns that are interested in directing their attention to the peaceful 
aspects of atomic energy, as well as brief descriptions of the principal 
AEC projects, a discussion of AEC and contractor purchasing, up-to- 
date listings of AEC offices, cost-type contractors, and individuals who 
should be contacted, and the broad categories of items purchased and 
the identity of the offices that may buy them. 

At the head of the list of areas of AEC-SBA cooperation is the 
joint memorandum of agreement between the two agencies which 
was developed originally in 1953. The purpose of the agreement is 
to provide a basis for cooperation to further both the AEC small- 
business program and the objectives of the Small Business Act of 
1953, amended, in connection with procurement by the Commission 
and its cost-type contractors. 

The agreement provides for a close working relationship between 
AEC Operations Offices and their cost-tvpe contractors, and appropri- 
ate SBA Regional Offices regarding AEC procurement opportunities, 
qualified small-business concerns, and other matters, It was developed 
after members of the SBA staff had visited several AEC projects, 
studied the nature of the AEC operation, and thoroughly reviewed 
the various means available for assisting smal] business. 

The agreement is designed to operate on a regional basis and, 
in view of the sharp decrease in AEC construction, we are encouraging 
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personal contacts between AEC and SBA personnel in the field so 
that SBA field representatives can keep in touch and become more 
familiar with the continuing purchase requirements for the operation 
of the AEC plants and laboratories. 

Early in 1956, the Small Business Administration initiated a pro- 
gram of business opportunity meetings in various cities throughout 
the country. AEC has participated in 19 of these meetings, a total 
which incluudes virtually all of them. This participation has been 
arranged on a regional basis consistent with the AEC-SBA agreement. 
AKC Operations Offices have provided speakers as requested, and have 
arranged for AEC contractors to exhibit items which they are pur- 
chasing. Pictures of the exhibits prepared by the Union Carbide 
Nuclear Co. and University of California Radiation Laboratory are 
attached. 

The Small Business Administration is currently issuing four series 
of publications in order to disseminate useful information on sound 
management practices. One of these four series is entitled “Technical 
Aids for Small Manufacturers.” Two papers have been prepared 
by AEC for publication by SBA, and others are contemplated. The 
first paper, entitled “Radioisotopes and Small Business” was pub- 
lished several years ago and was revised and republished last Septem- 
ber. The second paper, entitled “Small Business and the Industrial 
Applications of Atomic Energy,” has been forwarded to SBA and 
will be published in the very near future. 

Section 3 (d) of the Atomic Energy Act states specifically that it is 
a program responsibility of the Atomic Energy Commission to en- 
courage the peaceful uses of atomic energy. Since most business con- 
cerns are small business, any effort to encourage the peaceful uses of 
atomic energy must bear in mind their interests. In order to bring 
about joint AEC-SBA interest in this matter into clearer focus, AEC 
representatives met recently with SBA Washington management and 
SBA regional directors to better acquaint SBA with the AEC pro- 
gram activities in reactor development, technical information and 
civilian application. 

AEC participated in the development of a revised definition of 
small business through membership on the SBA interagency task 
force and the task force drafting subcommittee. We were pleased 
to work with SBA and the other agencies that participated in the 
project and to contribute our thoughts and suggestions, time, and ef- 
fort to this problem. During the brief period of time which has 
elapsed since the revised definition was announced by SBA, we have 
not experienced any difficulty with it. 

The progress report by the President’s Cabinet Committee on Small 
Business, dated August 7, 1956, adopted a recommendation concerning 
advance and progress payments in order to facilitate the ability of 
smal] business to finance Government contracts. In response to that 
recommendation, AEC policies on contract financing as set forth in 
the AEC Manual have been appropriately modified. These policies 
now explicitly state that a need for advance or progress payments, 
where legally permissible, shall not be considered a handicap in award- 
ing contracts, and the disbursement of progress payments, where pro- 
vided, shall be made as expeditiously as possible. Our directions for 
the use of progress payments have also been amplified to provide 
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that in supply contracts, where it is unreasonable to expect the con- 
tractor to carry the full investment for material, labor, and other costs 
of the work until final completion, the availability of to 8% pay- 
ments to business concerns that request them will be specified in the 
invitation to bid or request for proposals. However, it should be 
noted that construction contract terms heretofore have provided for 
the availability of progress payments. 

The charts which follow this statement, appendixes E and F show 
the percentage of total AEC subcontract dollars going to small busi- 
ness. You will note that the trend has continued upward from 26.7 
percent in fiscal year 1951 to 45.7 percent in 1956. In the first two 
quarters of 1957, however, the percentage dropped noticeably to 36.2 
percent in the first quarter, but staged a substantial recovery to 41.6 
percent in the second quarter. We attribute this development to two 
occurrences. The first is a sharp decrease in dollars spent for construc- 
tion from about $1.2 billion in fiscal year 1954 to about $300 million 
in 1956 and an estimated $240 million in 1957. 

It has been our experience that a substantial part of these construc- 
tion dollars were suitable for small business and went to small busi- 
ness. In our programs where expenditures have followed the historical 
pattern of earlier years, the percentage of dollars to small business 
continues at the same high level. The second occurrence is a sharp 
increase in dollars spent in the reactor development program where a 
substantially smaller percentage of subcontract dollars appear, at least 
for the present, to be suitable for small business. 

The main problem is with the materials and equipment generally 
considered as conventional, but which must conform to the exacting 
standards required on all components of a nuclear powerplant. Nor- 
mal engineering and manufacturing techniques have proved to be in- 
adequate when applied to nuclear plants. New levels of engineering 
and scientific competence must be attained. Under these circum- 
stances, our experiences indicate that a lesser number of small-business 
concerns have the facilities required or the desire to undertake the 
risks involved, than would normally be the case. 

The AEC Small Business program provides the management tools 
to tackle this problem. In our management appraisals and in the more 
frequent reviews by operation offices, we will be closely scrutinizing 
the suitability for performance by small business of the contract ac- 
tions in this expanding area. Items currently may be evaluated as 
unsuitable for small business, but we hope that, in the near future, a 
substantial increase can be achieved in the subcontract dollars to small 
business. 

(The AEC manual, charts and other data referred to will appear 
in pt. IT.) 

Mr. Mourer. Thank you for that very fine statement. 

Mr. Steep. On page 2, you use the term “fair proportion.” Could 

you elaborate just a little on what you mean by the term “fair pro- 
portion” ? 
_ Mr. Derry. Our view of a fair proportion is that if small business 
1s given an opportunity to compete with other businesses, both small 
and large, for as much as they can possibly handle of our business, 
small business will receive a fair share. In the past, small business has 
received almost half of total subcontract dollars—45 percent. 
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Mr. Srreep. You don’t have any fixed percentage amount of your 
total dollar outgo that you try to achieve, then? 

Mr. Reap. We don’t have a specific figure which we say, if small 
business gets this amount of if they get this percentage this is a fair 
share. We have operated on the premise that, if smail business gets 
a maximum practicable opportunity to participate, they probably will 
get a fair share. However we do not. say that they setamabide ally will 
get a fair share. It is a matter which we continually reexamine in 
the light of successive achievements by small business to determine the 
reasons for any marked decrease or marked increase in the share going 
to small business. We would like to see them get as much as they 
can get. 

Mr. Streep. As I understand it, a great deal of your expenditure is 
through what we refer to as prime contractors. Are your figures on 
the amount of the prime contracts going to subcontractors, or small 
business, based on their report to you and their definition of small 
business, or do you have any way of determining whether they, the 
reports from prime contractors, are authentic in the terminology of 
small business ? 

Mr. Reap. Our contract reporting system is a detailed, definite 
matter. We have spelled out in the AEC manual how contract statis- 
tics are to be reported. Our contractors report on the same basis that 
our own operations offices report. They follow the same procedures 
and the same specifications in reporting. 

Mr. Streep. The reason I asked that question: in some other hear- 
ings about this same subject it was found that some of the so-called 
small-business firms listed by the prime contractors were actually not 
small business and in some cases one prime contractor had subcon- 
tracted to another prime contractor and had listed that as a part of a 
small-business item, and when we finally broke that down to true small 
business we found that the percentages were considerably less than 
they had originally been represented to be. 

I just wondered if you had had any difficulty along that line your- 
self. 

Mr. Reap. AEC operations offices and contractors both employ the 
same definition of small business. 

Mr. Derry. We have not had any difficulty, Mr. Steed. We have 
accurate reports and we make sure that the reporting from each office 
is being done accurately by making appraisals. These are in the nature 
of management audits—Mr. Read does this—to make sure that in our 
contract actions, our office is following the same interpretation of the 
definition of small business that has been given to us. 

Mr. Sreep. In the progress payment, does the progress payment 
facility work on through the prime contractor to a subcontractor ? 

Mr. Derry. Yes, sir. 

Mr. Steep. That is all. 

Mr. Mouurer. Thank you, Mr. Steed. 

In the statistics that are reported to you, would they show up 
whether or not a subcontractor, even though it as an individual op- 
erator would be small business, whether or not that subcontractor was 
actually owned by the prime contractor ? 

Mr. Reap. Our contractors follow the same definition that a Gov- 
ernment purchasing office employs, reflecting of course the matter of 
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affiliates. If a contractor that is big business subcontracts to himself, 
for example, it would be reported as an action with big business. 

Mr. Mutrer. Do you require that the report show the number of 
employees in the subcontracting firm ? 

Mr. Reap. Yes, we do. 

Mr. Muurer. Do you require that statistic to be set forth by indicat- 
ing the exact number of employees or do you simply require them to 
indicate that they employ more or less than 500 employees? 

Mr. Reap. The statistics refer the breaking point that has been em- 
ployed conventionally, namely 500 employees. 

Mr. Mutter. All your question calls for is: Do you employ more or 
less than 500 employees ? 

Mr. Reap. The question is to be answered “Yes” or “No”; do you 
employ more or less than 500 employees? However, we also refer to 
the modification of the definition which was incorporated into Small 
Business Administration’s recent regulation 

Mr. Motrer. What is that? 

Mr. Reap. The question of dominance. 

Mr. Mutrer. Then you go into the question of affiliation and inde- 
pendence of ow nership. 

Now, would it be any great burden on your agency if you required 
contractors and the subcontractors to report to you in each instance the 
exact number of employ ees they have? 

Mr. Reap. I think it would be fair to say that it would be additional 
work. In order to insure that the data are accurate, additional follow- 
up and policing would be required. Working as we do on a subcon- 
tracting program basis we are farther away from the points of ap- 
plication of the definition. To apply a more involved definition and to 
insure that the data are correct would be more difficult. 

Mr. Mutter. I am not going to the question of policing. Iam going 
only to the question of getting these statistics. Could you convenient- 
ly require these contractors and subcontractors to report to you, to- 
gether with the other information, not separately, but together with 
the other information which you require, the exact number of em- 
ployees ? 

Mr. Reap. I believe we could do that. 

Mr. Derry. It could be done in the procurement actions; yes, sir. 

Mr. Mutrer. Will you take that up with whoever has the jurisdic- 
tion or authority to make that final decision and let us know whether 
or not they would do that. This committee would like to see it done; 
we would like to know whether you can do it; and if you can, whether 
you will do it. 

Mr. Sreep. Mr. Chairman, may I interpose a question ? 

Mr. Muurer. Yes, sir. 

Mr. Streep. I don’t know whether you have a rundown on the situa- 
tion or not but if you have I would be interested in knowing what 
interpretation you put on it. 

Suppose that a firm taking a contract, or subcontract, had 400 em- 
ployees and at the time of receipt of a subcontract would be under that 

500-employee rule, being interpreted as small business, but that upon 
receipt of this contract he would have to increase his employees to 
800. Would he continue to be a small-business firm or do you go be- 
yond his situation as you find it at the time he gets a contract ? 
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Mr. Reap. We would evaluate it on the basis of his circumstances as 
of the time he received the contract. In a successive contract his new 
circumstance would be reflected. 

Mr. Motrer. I think, Tom, that is the same that prevails in most 
procurement agencies. They will let the contract on the basis of the 
certification and sometimes, after verification as to the number of em- 
ployees at the time the contract is awarded; then if he does increase 
the number of employees, next time he bids he then must show the 

reater number and he then would be disqualified under the numerical 
finition. That is the way most of the procurement agencies have 
been working. 

Let me ask this: Do your statistics reach beyond the first tier of sub- 
contractors? Many times, of course, the prime contractor will let to a 
sub who will let to a sub who will let to another from whom he buys his 
material and in turn is really another subcontractor. How far do 
you go? 

Mr. Reap. Our system provides for statistics to be reported to the 
second tier. 

Mr. Mutter. Second tier of subcontractors ? 

Mr. Reap. Thatisright. Asa practical matter, the information we 
get back is so fragmentary that we haven’t attempted to assemble and 
report it. 

Mr. Mutter. I think you run into a practical difficulty when you get 
beyond the first tier of subcontractors. You lose almost all control, 
isn’t that so? 

Mr. Reap. It is extremely difficult. 

Mr. Mutter. Turning to the question of definition, did your Com- 
mission change its definition of small business after the promulgation 
of the new defmnition d 

Mr. Reap. Yes, we did. It is now set forth in the statement of our 
small-business policy in AEC Manual, chapter 9132. <A copy is at- 
tached to the statement. 

Mr. Mutter. It is my recollection that when we held the hearing on 
the question of the proposed new definition, our information indicated 
that you were getting along with an industry-by-industry definition 
up tothat time. Am [ right or wrong about that ? 

Mr. Reap. We had been applying the definition which was currently 
being employed by all Government agencies, plus forwarding any 
problems we might have had to SBA for resolution. 

Mr. Mutter. Then up to that time you had also been using the 
500-employee definition ? 

Mr. Reap. That is correct, sir. 

Mr. Mutter. That is the same definition you are using now except 
that you also have the question of certification by SBA. 

Mr. Reap. At this time the questions of dominance and independence 
of ownership and operation are also considered. 

Mr. Mutter. Do you contemplate that you would have any difficulty 
in applying an industry-by-industry definition ? 

Mr. Reap. Our difficulties with a definition are essentially those 
which are related to the problem of reporting correct statistical infor- 
mation. We do not have a large number of preference situations to 
deal with, so the definition does not represent too much of an operating 
problem. It seems to me that the difficulties with a definition multiply 
as the number of preference or situations increase. 
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Our problem is mainly one of statistical accuracy and the difficulties 
we encounter are those which are connected with the administrative 
operation at the procurement office level to insure correct reporting. 

ore specifically, we will have the problem of variable contractor 
interpretations of and attitude toward any regulation or definition that 
we may develop. 

The farther we get away from the Government purchasing office, 
the more difficulty we will have in getting uniform application of a 
given definition. The more involved the definition is, the more diffi- 
culties we will have. I do not think the we would be unable to apply 
an industry-by-industry definition, but I think it would be consider- 
ably more difficult to administer than the one we now employ. 

Mr. Motrter. Would there be any real difficulty just taking an item 
which you may or may not use in large quantity, any staple article, 
whether it be paper or anything that may be used in large quantities 
by your Commission—what difficulty would you run into if you indi- 
cated that small business, to the extent that small business can bid for 
that paper, they must be firms employing not more than 250 people 
rather than 500? 

Mr. Reap. I do not know that I or perhaps any of the AEC repre- 
sentatives are in a particularly good position to answer the question 
because we do not employ a set-aside procedure so I do not think we 
have the experience to say what difficulties would be encountered in 
that situation. 

Mr. Mutter. Well then, your bringing small business into your pro- 
gram is merely a voluntary act by trying to solicit small business to 
bid. There is no compulsion anywhere along the line that your prime 
contractor must deal with a subcontractor who is small business, nor 
is there any restriction that only small business may bid as prime con- 
tractors on certain jobs ? 

Mr. Reap. That is correct. It is my understanding that the statu- 
tory authority on which the joint determination procedure operates 
is a prime contract matter. We are principally concerned with the 
subcontracts. 

Mr. Mutrer. Then actually all you do is because of the desire of 
your Commission to see that small business gets as much of the work, 
prime and sub, as possible, from there on it is merely statistical re- 
cording of who is getting the work and who is doing the job? 

Mr. Reap. Our approach to the problem is basically a management 
approach. It is not just a statistical one. As Mr. Derry has said in 
his statement, we have small-business representatives designated in 
each of our operation offices and in each of our contractor offices. Each 
contractor is required to spell out a program; in other words, the ap- 
proach that he proposes to use to encourage and obtain small-business 
participation in his subcontracting activities. We conduct manage- 
ment reviews in an effort to determine the success of his activities. 

Mr. Mutter. So it would facilitate and make easier your manage- 
ment approach if we insisted that you use an industry-by-industry 
definition because that industry-by-industry definition is going to 
break down business under the 500. You will find that most industry 
will probably break down into 250 employees. That means you would 
have that much fewer people to deal with in trying to bring small 
business into your venture. 

91429—57—pt. 1—_—_12 
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You still will not exclude the man who has 500 or 600 employees 
when he is low bidder but managementwise you are going to look for 
that much fewer people to indicate to them that they can fit into your 
program on an industry-by-industry definition. Am I not right? 

Mr. Reap. I think that is correct. However, I think we would prob- 
ably wind up with a smaller share going to small business because 
we would certainly limit the number of concerns that are now being 
considered small business. 

Mr. Mouurter. Aren’t you and we also desirous of anaes out what 
the actual statistic is? We are not concerned with labeling small 
business and saying that small business gets 50 percent of the work out 
of our agency because we are taking 500 employees or more as the 
gauge in the one instance. Don’t we actually want to find out what is 
small business and if it is small business, not so far as you are con- 

cerned, is it getting a fair share, but what share of your Cae it is 
getting ? 

Mr. Reap. I certainly would have to agree with that. No question 
about it. 

I would like to add at this point, however, that in the activities that 
we engaged in with the Small Business Administration, we certainly 
were not opposed to an industry-by-industry approach to ‘the definition 
problem. 

Mr. Mutter. I think this committee complimented you for the posi- 
tion you took at that time. 

Mr. Reap. Thank you very much, Mr. Multer. 

As a matter of fact, we made a very positive effort to try to incor- 
porate additional criteria into the definition. We tried to make it as 
responsive as we could to the basic legislation. The fact that we did not 
come out with something more definitive, I guess, is indicative of our 
inability at that time to develop such a proposal that we believed 
would be workable. I am certainly pleased to hear of Mr. Barron’s 
willingness to tackle the problem again and to try and develop an- 
other a standard. 

Mr. Mutter. This committee would be very pleased if you could 
make any suggestion to us along that line. I don’t expect you to do 
it this moment but if you could submit it to us in the very near future, 
what suggestions you may have by way of improving the definition, we 
would be very pleased to have them. 

There is one other problem I would like to have you touch on briefly. 
Congresswoman Church appeared before us last week and presented 
several problems to us. One of them was that in your agency, she 
mentioned the Atomic Energy Commission specifically, there is dif- 
ficulty in getting the small-business man into your research program. 
She indicated that there were instances where small business could 
fit into the research program, yet could not participate for one reason 
or another. She did not name the reasons. She also indicated that 
she knew of several instances where inventions which had been pro- 
duced by small business were later reproduced by big business under 
grants which had been given to big business by Government for re- 
search purposes. She indicated that your Commission was one of those 
that she was complaining about. 

Could you make any comment about it? 

Mr. Derry. Could T have Mr. Read address himself to that? 

Mr. Reap. Mr. Multer, this is quite an involved and also an inter- 
esting question. If I may, I would like to relate my comments to the 
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report which the Attorney General published quite recently on Govern- 
ment contracting for research and development work because it seems 
to have quite a Tizect bearing on the interest and publicity which this 
general problem has generated and received. 

The report noted the difficulties encountered in studying the problem 
because of inadequate statistics and ultimately estimated that about 
one-third of the annual industry research and development activ- 
ity was financed by Government funds in the amount of about 
$1,360,000,000. 

It went on to say that, of the work that was contracted for with in- 
dustry, 98 percent was placed by the Department of Defense and the 
Atomic Energy Commission and that the Department of Defense was 
responsible for about 77 percent and the AEC 21 percent. The report 
did not discuss the matter any further insofar as AEC is concerned. 
However, it creates the impression that industry is performing about 
$285 million of AEC research and development work in its own fa- 
cilities and that the conclusions in the report are applicable to this 
work, I do not believe that this impression is consistent either with 
the intent of the report or with the facts. 

The place where the work is performed is significant because the 
report expressed primary interest in the work paid for by the Govern- 
ment but performed in industry-owned laboratories rather than Gov- 
ernment-owned laboratories. The apparent reason for particular 
interest in the former is the report’s conclusions that big business gets 
most of this work and derives benefits which have a great deal of com- 
mercial value. The benefits include control of technical information, 
ownership of patents, and others. 

As Mr. Derry noted earlier in his statement, AEC is concerned with 
the operation of an industry and related laboratories. The prepon- 
derance of the $285 million I referred to earlier is performed in Gov- 
ernment-owned laboratories rather than in industry-owned facilities. 
Only a fraction of that amount is performed in privately owned indus- 
try facilities and this is for the most part related to the classified 
weapons program. Now, as to the part which is performed in Govern- 
ment-owned AEC facilities, I do not think that the benefits derived 
coincide with the conclusions set forth in the Attorney General’s re- 
port. 

Regarding technical information, the report states on page 7, “that 
industry research is secret and the path it follows is uncharted and 
unforseeable. Since it is essentially concerned with an intangible end 
product of the working of the mind, its results are unreachable, ex- 
cept as the researcher chooses to disclose it. His control is by the na- 
ture of things exclusive and he alone may suppress his knowledge.” 

By contrast, this situation is not characteristic of AEC’s contractor 
operated laboratories. Technical information which is generated by 
a contractor is not a matter of private knowledge to the contractor. 
He is required by the terms of his contract to furnish reports to the 
Commission which subsequently are made available to industry gen- 
erally. Furthermore, to the extent that the technical information gen- 
erated is a classified matter, AEC has established an access permit 
program which enables companies to show that they have a potential 
use for technical information which is classified and to request and re- 
ceive access to much of this information. Thus, even classification is 
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not a bar. Over 1,200 of these access permits have been issued and 
more than half of them have gone to small-business concerns. 

On the matter of patents, the Attorney General stated that it is the 
current policy of the Department of Defense to require for itself only 
a nonexclusive royalty-free license in patents developed through Gov- 
ernment-financed research leaving all commercial rights in the hands 
of the contractor’s organization. He only footnoted his report to say 
that some agencies notably the Atomic Energy Commission, often re- 
quire the assignment to the agency involved of the patents developed 
under research and development contracts. This is a most important 
distinction. 

All of the contractors who operate AEC-owned laboratories and 
facilities do so pursuant to patent provisions in their contracts re- 
garding Government retention of title to the product of their inven- 
tiveness. In this connection, section 152 of the Atomic Energy Act 
provides that: 

Any invention or discovery useful in the production or utilization of special 
nuclear material or atomic energy, made or conceived under any contract, subcon- 
tract, arrangement or other relationship with the Commission, regardless of 
whether the contract or arrangement involved the expenditure of funds by the 
Commission, shall be deemed to have been made or conceived by the Commission. 

The field of radiation instruments is a good illustration of how this 
has worked. In the early days of the Manhattan Engineer District, 
there was no radiation detection instrument industry. Al] instruments 
were manufactured by the Commission as a result of research work 
done by Commission contractors. Subsequently, the Commission 
made a positive effort to get private industry and particularly small 
business, into the business of making radiation instruments. At the 
present time, there are well over 100 firms, most of them small, that are 
manufacturing instruments on the basis of patents which are Govern- 
ment-owned and on which licenses have been issued on a nonexclusive 
royalty-free basis. I understand that there are over 1,100 patents 
available for licensing and nearly 600 licenses have been issued. 

Now a word about this matter in connection with Mrs. Church’s 
specific comment. We have received a complaint through congres- 
sional channels from one of Mrs. Church’s constituents, a small com- 
pany that manufacturers radiation instruments. I understand that 
the company was founded by a gentleman who acquired considerable 
experience as an employee of one of our contractors in the early days 
of the Manhattan Engineer District. The company has secured a 
number of nonexclusive royalty-free licenses from AEC and appears 
to have achieved some success through their use. Over the period of 
the last 5 or 6 years, the company has secured more than $300,000 of 
AEC business in terms of radiation detection instruments. At the 
present time, it is completing a substantial contract with one of our 
operations offices and has participated in the AEC program through 
contracts with a number of AEC operations offices. In 1953 it had 
a research and development contract with one of our contractors for 
the development of a particular instrument. The instrument ulti- 
mately was developed by the prime contractor in order to meet de- 
livery requirements in connection with the submarine Vautilus. How- 
ever, the instrument is now going to be procured by the contractor on 
a production basis with a wide solicitation of competent firms. The 
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company is considered to be competent and qualified and is on the list 
to receive an invitation to bid. 

In conclusion, it would seem that this company has had a good 
opportunity to participate in AEC research and development pro- 
grams and that the opportunities and benefits that are generated by 
AEC research and development work are not being restricted to big 
business. 

Mr. Mutter. Thank you. 

We will have to recess at this time. There is a quorum call in prog- 
ress on the floor. 

If there is anything else you gentlemen want to add that you did not 
state here, submit it to us and we will make it part of the record. If 
there are any other questions, they will be sent along to you and you 
can make your answers accordingly. 

Thank you very much. 

The meeting will stand in recess until tomorrow morning at 10 
o’clock in this room. 

(Whereupon, at 12:15 p. m., the committee recessed until Wednes- 
day morning at 10 0’clock. ) 
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WEDNESDAY, APRIL 3, 1957 


Untrep States House or REPRESENTATIVES, 
SeLect COMMITTEE ON SMALL BUSINESS, 
SuscomMittTee No. 2, 
Washington, D.C. 

The subcommittee met, pursuant to recess, at 10:05 a. m., in the 
caucus room, Old House Office Building, Washington, D. C., Hon. 
Abraham J. Multer (chairman of the subcommittee) presiding. 

Present: Representatives Multer, Riehlman, Yates, and Seely- 
Brown. 

Also present: Irving Maness, subcommittee counsel; Victor P. Dal- 
mas, advisor to the minority, and Katherine C. Blackburn, research 
analyst. 

Mr. Muurer. Good morning, ladies and gentlemen. 

The hearing will please come to order. We will continue these 
hearings today and tomorrow morning. The legislative situation on 
the floor is such that we will not be able to meet after 12 o’clock today. 
I think the same situation will probably prevail tomorrow. 

We have some further strictures on our time since it appears that 
the Banking and Currency Committee is waiting on this committee 
to complete its work and make a report to the Congress on this phase 
of our activities so that the Banking and Currency Committee can 
call up the bills that are pending for amendment of the Small Business 
Administration Act, and they hope to be able to do that immediately 
after the Easter recess. That means we will have to wind up our 
public hearings if at all possible tomorrow so that this committee can 
go into executive session next week and be ready with this report for 
the Congress and the Banking and Currency Committee when it is 
ready to take up the bills. 

Having that in mind, we may have to ask witnesses to be brief and 
file statements rather than present their statements orally. The phase 
of these hearings directed towards the procurement agencies will neces- 
sarily have to be limited at this time, but they will not be concluded 
until we take the statements from various procurement officers and 
officials of the Government, and while no questions may be directed 
to them at this time with reference to general procurement items the 
committee will resume its hearings in the very near future, at which 
time we will delve more completely into all of the procurement. prob- 
lems that confront small business and the various procurement 
agencies. 

We have in attendance this morning, Congressman Seely-Brown of 
Connecticut, Congressman Yates of Illinois, the members of the staff 
who have been with us. Congressman Pilcher was with us this morn- 
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ing but had to go to another committee hearing. One of his con- 
stituents will be heard by us now. 
Will you identify yourself, please ? 


STATEMENT OF JOHN D. BOWER, JR., BAINBRIDGE, DECATUR 
COUNTY, GA. 


Mr. Bower. Gentlemen, I am John D. Bower. I am from the 
Second Georgia Congressional District as represented by Congress- 
man J. L. Pilcher. I was asked to appear here by a number of the 
banks and small-business concerns in the southern part of Georgia, 
southern Alabama and northern Florida. 

I would like to state that while I will have a statement here, never- 
theless, it is more or less speaking extemporaneously and I would be 
delighted to have any questions as I go along, please. I think I can 
keep the thread as is. 

Now, in the area that I am from I am in the wholesale steel building 
materials and hardware business. We have had a tremendous loss of 
farm income, and that, of course, directly affects not only the farmers 
but the smal] retail dealers and the banks of the area, the distributors 
and on to the manufacturer. 

The banks in our area only have small lines of credit available to 
offer to the businesses in the area either secured or unsecured, and the 
small businesses in this area are being as a matter of fact largely over- 
looked by the larger metropolitan banks and agencies in their effort 
to bring in outside concerns even though these small businesses built 
up the area to what it is today. 

Now, in our thinking in that area there is a very distinct position 
for the Smal] Business Administration to occupy if it is handled 
properly and if it is handled from an efficient business angle. The 
consensus of opinion in the area on the part of small-business men 
and banks is that there are a number of inadequacies in the present 
Small Business Administration. The Small Business Administration, 
operating as it is today, practically forces a small bank and a small 
business to make his local bank participate. That should not be so. 
The local banks out over the rural areas of the country have very small 
lines of credit available, and they insist and have specifically requested 
me to bring to your specific attention that their small lines of credit, 
whether it is $2,000, $5,000 or $7,000 should be left available for the 
normal day to day operation of that small business and not to be 
forced to tie part of that up into what might be classified as a capital 
loan to that small business. The small business needs it for emergen- 
cies, and it is felt that entirely too much emphasis is put on that 
particular item. 

Now, frankly, from the consensus of opinion in our predominantly 
rural area we will say the Small Business Administration under its 
present operation should be forced to change its operation if it is 
going to exist at all. Frankly, at the present time it is the consensus 
of opinion that the personnel of certainly the regional offices is com- 
posed of Federal “job rollers”. A number of them appear to be 
know all and do nothing. In top management there is a tremendous 
need to cut red tape. 

While the businessmen and bankers in our area have the greatest 
of respect for attorneys, they prefer and insist that attorneys not sit 
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on business requirements and business needs. Attorneys should advise 
from the standpoint of the legal points, and overall in the operation 
there should be no theorists and men with no business experience 
making the decisions affecting small businesses. 

Now, there is an error in the thinking of what small business is. 
It has been predominant for quite some time. Actually speaking 
it is not a business that employes 500 people. That is big business. 
The thinking should be for those businesses that employ 2 people to 
75 people or 100 people. 

In addition, the present operation states that the Small Business 
Administration only helps those who can get loans nowhere else, and 
it doesn’t state why they can’t get loans elsewhere. It doesn’t have 
anything to do with it insofar as the publicity is concerned, and no 
small-business man wants to go in and make application, besides the 
inadequacies of personnel and the people who will decide upon his 
application, when he has to in effect go in and say, “Here, I can’t get 
a loan anywhere else.” He vitally affects himself. 

Now, they can get loans elsewhere. We have instances in which 
small businesses have gone into the finance houses and they can get 
those loans at 15 to 20 percent, and I know of specific instances in 
which the Small Business Administration has stated in writing that 
that was not excessive interest. I have it in writing, gentlemen, and 
that, frankly, from our opinion down in our section of the country is 
a sad state of affairs. 

The real needs of small business through our area, and I am frank 
to state I think in other areas, are capital loans. Don’t insist that 
the Administration operate in such a manner that while the item may 
be a capital loan it must be handled as an operating loan and be 
repaid within 2 or 3 years. It just efficiently can’t be done. Any- 
thing that they have should be on a 5 to 10 year basis, even though 
part of it should be for operating capital. 

Now, in this area there is almost a complete lack of capital for 
small business. Banks can’t make them. The businesses are too small 
for public financing, and under present cost. and present underwrit- 
ing thinking, the area might be compared to, we will say, New 
England of 100 years ago. 

Now, I could go into detail in an effort to explain to you and to 
drive home to you any number of different items either substaining 
what I as stating here or embellishing on and enlarging on what I 
am stating here, but I feel that the summary of it is the most 
important. 

I am, of course, pleased to answer any questions that you have and 
will be frankly at your disposal from here on as far as that is con- 
cerned or at the disposal of whatever committee or agency you might 
set up. We men down in my section of the country will be glad to 
give our time if we can accomplish something to the real benefit of 
our neighbors and our competitors in small business. 

Now, to summarize for just a moment. The Administration—and 
when I say that I mean the Small Business Administration—is giving 
no real help in our section of the country. It is doing more harm 
than good. Even with these results the Administration operation in 
inefficient. It takes too long, is in too many instances even foolish, and 
is actually, if I may be allowed to state so, a ridicule to the Gov- 
ernment and to the men who created and allow such an operation. 
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Now, I wish to digress just a moment and give you a proposal that 
I think has been well thought out, certainly over our area, and I feel 
it applies to others. 

It is requested that you gentlemen give consideration to this pro- 
posal, to provide a sensible efficient operation and at the same time be 
working through a channel that within a comparatively short time 
will remove the necessity for such from being a burden or operation 
of the Government. 

1. Form a Government corporation like FNMA, its function to be 
wholesale underwriting of any financing on the part of the below 
corporation. 

Permit a private corporation to be formed, permit banks to 
subscribe to the capital stock of such, and we can get at. least 10 to 20 
insurance companies to put in a million or more apiece into that 
pr iv ate corporation. 

Have sectional executive committees of such private corporation 
gana of small-business men, along with corporation representa- 
tives, and one member of such from Small Business Administration, 
if the Small Business Administration continues to exist. 

Note, under this proposal the personnel of Small Business Admin- 
istration can be reduced about 99 percent. 

4, Give Government guarantee to any securities underwritten by 
this corporation for small business. 

5. Provide that any items of financing shall be guaranteed that are 
aber oved by the sectional groups. 

The corporation, working through the investment houses of the 
ea sections of the country, shall market such to the public, and 
the function of the Government corporation shall be to purchase any 
such left over from the public. 

7. Take out from under SEC any such financing, so that the costs of 
such shall be within the reach of small business. This can be provided 
for in the setup of the private corporation if specifically required by 
Government. 

I wish to digress just a moment. Small business cannot today get 
public financing. They can’t pay the costs, and they cannot even get 
any interest from the investment underwriters. They are left out in 
the cold. They are in the position where they can’t get help from 
the Small Business Administration on any efficient type of basis or 
anything that they can function under, and this operation as I stated 
will answer those purposes and needs and at the same time will com- 
pletely answer all of you gentlemen’s or the Government’s require- 
ments, too. 

Mr. Yares. May I ask a question? I don’t understand the purpose 
of your institution. As I conceive the original purpose of the Small 
Business Administration Act it was to do almost as you have outlined 
it there, namely, to permit an applicant for a loan to go to a bank to 
see whether he could get his loan. If he couldn’t get his loan, then 
to go to the Small Business Administration, where the loan presum- 
ably would be made available. Your corporation that you propose 
to set up would be in the nature of a banking institution, wouldn’t it? 

Mr. Bower. It would be in that nature, yes. 

Mr. Yates. Then how would your institution, which is comparable 
to ENMA, differ from the purposes of the Small Business Adminis- 
tration ¢ 
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Mr. Bower. It would differ in this manner: (1) the private corpo- 
ration through its representatives and businessmen in that area would 
be the ones passing upon the loans and passing upon it from a business 
standpoint. 

Now, (2) it would mean that public sale or partial public sale, even 
priv ate ba ement could be made of those securities whether debenture 
bonds or whatever they might be prior to the necessity of calling upon 
the Government w arehousing agency, if I might express it in that 
way. 

Mr. Yates. I don’t know what you mean by those securities. Who 
is issuing the securities / 

Mr. Bower. The small business would issue those securities. 

Mr. Yarrs. This is a public financing deal by the small business 
which is purchased by your private organizations with the Govern- 
ment guaranty by the FNMA type of organization ? 

Mr. Bower. May I give an illustration ? 

Mr. Yares. Sure. 

Mr. Bowrr. Thank you. 

Small business wishes and needs a combination of operating capital 
and a capital fund Joan. At the present time they go into an invest- 
ment house, and they need that loan, we will say, for $250,000. They 
go into an investment house. In the first place they can’t get any 
interest at all. Then in the next place their costs will be approxi- 
mately anywhere from $35,000 to $40,000 just to get it, if they could 
interest them. One of the main stigmas in connection with it is that 
that investment house, if they handled it, must provide a future 
market for it, and it is not large enough for them to do it. Therefore 
they are left out in the cold. 

Now, this private corporation can take such an issue at a low cost. 
The low cost can be made available to them, we will say, $10,000 in 
cost. ‘Then through the investment houses of the area they can mar- 
ket very possibly all of those provided an eventual market to Mr. 
Smith over here, who may have 10,000 of them, and he may run into 
an urgent need for money, provided the eventual market through the 
Government corporation can be for Mr. Smith if he has to transfer 
those into cash. Do you see what I mean? 

Mr. Yates. I think I see what you mean. Isn’t this what you are 
trying to do, convert what is now essentially a one-instrument obliga- 
tion, namely, a promissory note, into a group of obligations to permit 
: distr ibution to the public, something» which can only be done by a 

fairly large corporation at the present time? 

Mr. Bower. Y es, sir. 

Mr. Srriy-Brown. Would the gentleman yield at that point? 

Mr. Yates. Yes. 

Mr. Srety-Brown. To carry on the questioning which Mr. Yates 
has started, could you advise the committee as to whether or not your 
State has made any effort whatsoever to establish a credit development 
corporation such as many States have done in order to meet this very 
problem which you are discussing ? 

Mr. Bower. What appeared to be, and I referred to it back there 
and possibly didn’t make it plain enough, throughout many of your 
States those development corporations and things of that type, while 
Georgia has not established that per se, they have nevertheless been 
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expending great effort to bring in outside and additional businesses 
to the exclusion, the neglect—in fact, you might almost say sinful 
neglect—of the businesses in that area who have built that area to 
what it is today, and it still hasn’t answered the purpose, and I think . 
you would find it hasn’t even all over the United States. 

Mr. Sreiy-Brown. Yes, sir, but let me go back to my original 
question here. I am well aware of the situation you have described, 
because I can suggest areas where some of those big businesses come 
from that are attracted to your State. What I am saying is this: 
I am not talking about your development commission, which has that 
responsibility, but I am talking about a situation which we have in 
our own State, in Connecticut, where we have established a Credit 
Development Corporation, whereby we have done locally in our State 
the very thing you are suggesting Uncle Sam do. In other words, I 
am wondering what the State of Georgia has done to establish a 
credit development corporation to provide the very kind of credit 
that you are talking about to help your own local people. Our Credit 
Development Corporation is not used to attract new industries. It 
is used to help the people at home that are just in the position which 
you have described in your own State, and it would occur to me that 
all of us would be interested to know what effort the State itself 
was putting forth to meet this. Quite frequently those who so well 
represent you from your State come to Congress and suggest they 
don’t want Uncle Sam meddling in local affairs, that they much 
prefer to have Uncle Sam stay out and let the States solve their own 
problems, and I wonder if the philosophy carries through even to this. 

Mr. Bower. As far as Georgia or Florida are concerned, the philoso- 
phy doesn’t carry through to business. The situation appears to be, 
gentlemen, while there has been some thought, we have had some 
conferences in Atlanta in connection with it, it appears that, there 
is some question as to the national banks being able to participate 
insuch. I think that such would be a vital necessity. 

The area in which we are operating has the feeling that overall 
it should be handled pretty much on the type of basis that FNMA 
handles the building industry, and that eventually, with a spur given 
along the lines I have indicated here, eventually there would be no 
Government obligation. There would be no necessity for it, we will 
say, maybe 10 years or 15 years from now, or maybe even 5 or 6. 

Mr. Sreity-Brown. Would you object to the State making an effort 
itself to help the problem ? 

Mr. Bower. I think the State would make an effort, quite a sincere 
effort to do it, if they could, through the help of the Government, 
raise sufficient funds—and overall basic market to do it. There is 
a very definite need, gentlemen, for the overall, because the poten- 
tialities of it are too big actually speaking, to be properly and effi- 
ciently operated—for one State to handle it. That is our opinion. 

Now, I just had a talk in Jacksonville on the way up here with 
certain investment underwriters down there, and they quite agreed 
insofar as Florida is concerned that with the conditions as of today 
it is almost impossibl to initiate and get this thing working just 
as of itself, and I believe that a careful analysis over the country as 
a whole would prove that out. 

Now, you won’t find it in New England, for instance. You wouldn’t 
find it out around the immediate Chicago area or maybe the Phila- 
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delphia area, but speaking out over the rural sections as a whole, I 
am sure that you very definitely will find it and will find it to be 
exactly as I have outlined it. 

Now, insofar as the operation of it would be concerned between the 
private placement, the public sale, and the possible eventual Govern- 
ment purchase or interim purchase, it can completely accomplish what 
I have set forth here. That is definite, and the way is already paved 
insofar as operation is concerned, with certain difference in details, 
through FNMA operation. 

Now, it is firmly believed, I would say, by the hundred people I have 
talked to, represented through bankers, through the businessmen 
themselves, that such would eventually remove from the Government 
all of the activities in such. That is something that we can well look 
forward to. 

Now, all details of the private corporation in conjunction with the 
Government corporation can be quickly worked out, provided the 
definite concrete small-business channel is already set forth. 

Now, of course, Government as in FNMA should pretty well give 
them a free hand, remove the redtape, and frankly, it is our opinion 
that that would reduce Government annual expenditures and appro- 
priations on the part of small business by many millions of dollars a 
year. 

Mr. Yates. Mr. Bower, may I interrupt again, please? Isn’t this 
the essence of your argument—that what you really want is a liberali- 
zation of the policies of the Small Business Administration, and the 
administration of the act by some people who know business? 

Mr. Bower. That is one phase of it; one phase of it. 

Mr. Yates. What would be the necessity for the mechanism you 
propose to set up if in fact the Small Business Administration did not 
require you to go to the bank in the first place for a loan, which ob- 
viously the bank won’t make under circumstances such as you have 
hearin, but did have a rather sympathetic and businesslike con- 
sideration for the problems of the people of your community and had 
an office that was staffed by people who understood the problems of 
the businessmen of your community? Wouldn’t that obviate the neces- 
sity for the mechanism that you have in mind ¢ 

Mr. Bower. With one exception, sir, I believe, and that is that there 
are at the present time no facilities of the Small Business Adminis- 
tration to either make private placement, or even public sale, of what 
security they take from the small business. 

Now, may I put it this way, sir: Over an area such as we have—and 
I am sure there are a number of them in the United States—there is 
a tremendous growth ahead. We have small businesses in that area 
who can handle additional business. It is there, available for them 
and profitably so, but they can’t get the money to handle it. 

Now, inasmuch as eventually it is to be presumed that our area in 
the Southeast, and maybe a certain area in the Middle West, will 
eventually be upon the same type of basis, we will say, as many of 
the industries in New York, where public financing is available— 
it has reached that point. If whatever is being done now is leading 
toward that, then I think the eventual reaching of that point, and 
therefore the non-necessity of the Government helping in connection 
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with it, will be faster reached and more efficiently reached and to a 
better conclusion. 

Mr. Yates. Would you have any objection to the sale of the mort- 
gage that your company gave to the Small Business Administration 
if that agency sold it to a New York outfit or to a California outfit? 

Mr. Bower. We would have no objection whatsoever, provided, 
No. 1, it was set up properly and efficiently in the first place, without 
redtape, without a devil of a lot of delay—and it is hard to explain 
to you gentlemen some of the foolish things that you run into; just 
pure foolishness. 

Mr. Yates. That is what we are here for. We are interested in find- 
ing out what the foolish things are that you are running into because 
we do have the Administrator from the Small Business Administra- 
tion here, and I am sure he wants to know what the experience of the 
small business people in your community is. 

Mr. Bower. I can give you one in particular. There was one in 
Mississippi. He had a Government contract and was assured of his 
small business assistance—and as it finally turned out the thing was 
delayed and delayed and almost broke him before he got any part 
of it. 

Mr. Yates. How long was it delayed ? 

Mr. Bower. I can’t give you the exact figures. I can get them for 
you, and we will be glad to. 

Mr. Yates. We will be interested to know what his experience was, 
as well as your own. 

Mr. Bower. I have another instance in which an application was 
made for an inventory loan to be secured by bonded warehouse receipts 
on steel—on a past history basis of a turnover of four times a year 
of that inventory. The reply came. Now, he had gotten a partial loan 
from a finance company. He was paying 14 percent for it. The 
Small Business Administration wrote back and said they were turn- 
ing down the loan because they could not see the ability to repay it 
from earnings, No. 1; and No. 2, that the loan was partially available 
at what the Government considered reasonable rates. 

Mr. Yates. At 14 percent. 

Mr. Bower. That was in writing, gentlemen, in writing. 

Mr. Yates. What was the name of the company ? 

Mr. Bower. Bower Co., of Florida. 

Mr. Yates. That was your company ? 

Mr. Bower. That was my company. 

Mr. Mutter. Is that the borrower or the lender ? 

Mr. Yates. That was the applicant for the loan. 

Mr. Bower. Right. 

Now, I wrote them back. And that is what started this thing, be- 
cause then I went to the bankers over the area and the businessmen to 
see what they were running into. I wrote them back and asked them 
to reconsider it. I pointed out to them that if the earnings—although 
the earnings would be sufficient over the 24-month period, that even if 
they weren’t, that it was under bonded warehouse receipts steel and 
could be liquidated to such a point to answer the purpose of repay- 
ment, I asked them to reconsider it, and then I heard nothing from 
them. So I wrote them again and asked them if possibly they hadn't 
received my letter. The following day, or 2 days later, I received ai- 
other letter from them—word for word what the first letter was. 
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Mr. Yates. Which office of the Small Business Administration do 
you do business with ? 

Mr. Bower. The Atlanta region. 

Frankly, the people that I talked to in connection with the Atlanta 
region, if I may put it this way, were below par insofar as knowledge 
of business, and so forth. 

Mr. Yares. Is this the same experience that your neighbors are 
having in your area ? 

Mr. Bower. Yes, sir. They referred me to their Miami office. I 
took a trip down there. I found the same condition existing there. 
They just didn’t know. 

Mr. Yates. When was this? 

Mr. Bower. This was in December and January of this year, I 
believe. 

Mr. Yates. Was the amount of bonded warehouse receipts that you 
had available adequate to cover the amount of the loan you were 
requesting ? 

Mr. Bower. Completely. 

Mr. Yates. Was it more than adequate ? 

Mr. Bower. Twenty percent more than adequate. 

The last letter was on February 25, 1957, and it went on through a 
period back through January, and the original went into them in 
December. I was asked to do that. I was asked to do it by my bankers 
in Bainbridge because of the right money conditions existing in the 
area, and I was asked to do it ahead of time because of the fact that they 
anticipated tight money conditions. 

Mr. Yates. Why could not your bankers in Bainbridge make you 
a loan against the bonded warehouse receipts ? 

Mr. Bower. They can’t. One of the banks has a line of $15,000 and 
another has a line of $22,000. 

Mr. Yates. How much do you need to run your business ? 

Mr. Bower. This application was made for $100,000 to meet certain 
specific needs over that period of time, and I would have been able to 
get the money from the finance company. In fact, I got a good sized 
portion of it. 

Mr. Yates. Do you have sufficient business to warrant a loan? How 
is business in your community ? 

Mr. Bower. We do approximately $134 million a year. 

Mr. Yates. Has it been keeping up? You talked a few minutes ago 
about the loss of farm income. Do you still have sufficient business to 
keep going if you can get adequate financing ? 

Mr. Bower. Oh, yes. As a matter of fact, frankly, from my stand- 
point it doesn’t worry me particularly, but in digging into it over the 
area I have found many, many, and they are building up now, gentle- 
men, into what are really hardship cases. 

Mr. Yates. When you say they, what do you mean ? 

Mr. Bower. Small businesses in the area. 

Mr. Yates. Such as what? 

Mr. Bower. Such as certain of your building material dealers, cer- 
tain of your hardware dealers, certain of your tractor and implement 
or farm supply places; the loss of farm income is having a tremendous 
effect on them. They are having to carry their accounts receivable. 
Where, say, 3 years ago they had a turnover of 32 to 42 days, they 
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are now back to a turnover of 90 to 120 days, and those fellows can’t 
stand that. 

Mr. Yares. Is it because of the lack of home building in the area or 
purely because of the loss of farm income? 

Mr. Bower. From that standpoint the small contractors in that area 
are not able to get their, what I call, interim construction financing, 
either to pay their labor or to pay for their materials without paying 
your serious rates for it, and they are having to do so or not accept the 
contracts, one of the two. The loss of farm income immediately has 
its bearing on the smal] dealer that supplies that farm and that farmer 
rides that dealer. He is only getting so much money and getting no 
more and his costs are going up. Therefore where they have to carry 
the accounts receivable they need help. They must have it. 

Mr. Yates. Thank you, sir. 

Mr. Mourer. Mr. Riehlman. 

Mr. Rresuman. Mr. Chairman, I think the committee would like 
additional information from SBA on the case that you have specifi- 
cally referred to in order to see if we can clarify the whole case for the 
record because it is an interesting one. I think the committee would 
like more information on just exactly what has been given here. 

Mr. Bower. I would request to put that in. 

Mr. Mutrer. Mr. Barnes is in the room. Mr. Barnes, will you make 
a notation of this and at a subsequent time give us a complete report 
on this application? Thank you, Mr. Barnes. 

Mr. Bower, just one question. You said something about paying 
high interest rates on these temporary contruction loans for home 
building. Would that high rate for these loans be affected in any 
way by the 41% percent interest rate on veterans’ loans? 

Mr. Bower. No, not that type of loan. That type of finance com- 
pany does not handle any construction mortgages or permanent mort- 
gages or anything of that type. There have been through that 
area 

Mr. Mutter. The increase of interest rate on veterans’ loans would 
not affect this? 

Mr. Bower. It would not affect this particular thing. Frankly, 
gentlemen, over in our area, and we have approximately 500 active 
customers in the area that we cover in our business, we find that unless 
the interest rate is increased on the VA mortgages the VA mortgages 
insofar as their availability or their permanent financing being avail- 
able to contractors or to residents of that area is going to be nil. There 
will be none. 

Mr. Mutter. Where is the money going to come from if you in- 
crease the rate ? 

Mr. Bower. Gentlemen, with the change in expenditures over the 
country, and I will give you my background for this: The president 
of the Federal Reserve in the Atlanta district is a very old and very 
close friend of mine. I was in Chicago about 3 weeks ago, and I had 
a talk with the vice president of the Federal Reserve there. They co- 
incided in their views. No. 1, it is their opinion that there will be a 
considerable increase in money availability around September, Oc- 
tober, or November of this year. 

Mr. Mutter. The Federal Reserve Board ? 

Mr. Bower. That is a Federal Reserve Board opinion. 
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It is also the opinion of a number of executives that I have spent 
Monday and Tuesday talking to north of here. 

Now, that-is being brought about by a number of different changes. 
Slowing down in the outgo from the larger finance or insurance com- 
panies and still the steady income from payments, repayments, pre- 
mium payments, and so forth. Also, it is felt that certain of the 
larger concerns who have been going to the banks to borrow money 
will go more, as their money loosens up, to equity financing. The 
larger concerns have been able to get their money. They are having 
to pay more for it, but they are able to get it. The small concern 
can’t get it at any cost, practically speaking, certainly none that he 
can well afford to pay. 

Now, therefore the larger concerns have been going to the banks 
and getting that money in terriffic volume rather than going to equity 
financing, which would cost them a higher percentage to get it floated 
today for a period of 10 years and with considerable trouble 5 years 
from now to refloat it at a lower rate of interest, if such were avail- 
able at that time. 

Mr. Mutter. These are commercial banks you are talking about, are 
they not ¢ 

Mr. Bower. Yes. 

Mr. Mutter. Do these commercial banks in your area make mort- 
gage loans on homes? 

Mr. Bower. Not primarily in my area. 

Mr. Mctrer. That is not going to help the home situation in your 
area whether the people are veterans or nonveterans. 

Mr. Bower. Yes, it will. 

Mr. Muurer. How could a commercial bank put any of its money 
into these mortgages ¢ 

Mr. Bower. It will primarily from two standpoints, sir. The more 
money that is available through the larger concerns over the country, 
such as your insurance companies, and we will say you are stacking up 
a surplus of it, will make more money available over the entire coun- 
try as far as that is concerned, even through your commercial banks 
for their activities and operations, whether they may be through 
mortgages, and some of your commercial banks do make mortgages. 

Mr. Mutter. This you hope will happen in September and Oc- 
tober ? 

Mr. Bower. That is what we are anticipating. 

Mr. Motrer. If the Federal Reserve officials’ prediction is correct. 

Mr. Bower. That is correct. 

There is one other thing that they were agreed upon, and which, I 
think, gentlemen, should be of a sincere thought to everyone. If a 
study is made of the past by a Federal agency, then it will be found 
that where they have embarked upon a program of tightening up, such 
as Federal Reserve has, that they stay too long on that program and 
that when they do it has an adverse effect upon the small-business 
men, and there are many of them, gentlemen, that between now and 
October are going to be forced out of business all over this country. 

Mr. Motrer. Then you are urging the loosening up of the tight- 
money policy ? ‘ 

Mr. Bower. Beg pardon? 

Mr. Mourer. Then you are urging a loosening up of the tight 
money policy ? 
91429—57—pt. 1 
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Mr. Bower. Very definitely. 

Mr. Mutrer. Then how can you urge an increase of interest rates? 

Mr. Bower. I think that whether money loosens up or not, I don’t 
think that your interest rates are going to decrease. It goes back to 
the same point. 

Mr. Muurer. Isn’t the increasing of interest rates part of the way 
of tightening your money supply ¢ 

Mr. Bower. The increase of rediscount rate is, but the increase of 
the interest rate actually isn’t. 

Mr. Moutrer. The discount rate increases the prime rate? 

Mr. Bower. Very definitely, but that is not in the opinion of many 
of us the prime cause of the tightest part of your money. That is, 
your largest corporations going in and using up the liquid money 
rather than taking long term equity financing ‘and paying for it. 

Mr. Mutrer. Some people may wonder why we are “getting into 
the interest rate on real estate. The fact is, if you were, and from 
what I can see from your letterhead you are, a supplier to home- 
builders, if there is a falling off of homebuilding, there is a general 
falling off of all of the allied trades, including the supplier of ma- 
terials. That is directly related to the subject we are talking about. 
T don’t see how you are going to help the situation or loosen the tight 
money by increasing the interest rates on veterans’ mortgages or on 
any other mortgages. 

Mr. Bower. The particular thing that you were asking about there, 
I think, if I may say so, is cert tainly a very specialized field in and of 
itself, but it is my opinion that insofar as our area is concerned if some 
way is given to a small business to get capital funds to either hold his 
business in status quo or reasonably increase his business rather than 
go out of business, that it will be a tremendous benefit to everyone in 
the entire area, to everyone in the entire area. And I feel from talking 
with the people over the area that such can be accomplished, and very 
possibly can as I have outlined it here. 

We in my area, the dozen or so banks that I have talked to, the busi- 
nessmen I have talked to, approximately 100 people all told, will ap- 
preciate it very much indeed if you will give careful consideration to 
the proposal that we have here, and if you are not able to see eye to 
eye with that, then to endeavor to accomplish the same ends through 
whatever medium you may decide upon. We in my area will be glad 
to serve you or whatever agency you delegate it to in every way that 
is possible. We will give our time. We will pay our own expenses 
to meet with them, with the sincere hopes that good from a business 
standpoint, and when I say good I mean respectable good, good that 
will be overcoming the, you might say, stigma to the small-business 
man, and we will be pleased to do everything that we possibly can. 

I appreciate very much the opportunity of appearing here and hope 
that I have been able to do some good. 

Mr. Mourer. Thank you very much, sir. 

I have a request from the District of Columbia Retail Liquor Deal-’ 
ers Association, Inc., to place in the record this statement of Mr. Hil- 
liard Schulberg, executive director of the District of Columbia Retail 
Liquor Dealers Association on the subject of qualifying liquor dealers 
for loans from SBA. 
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If there is no objection, we will make it a part of the record. If 


the statement suggests any questions to the committee, we will address 
them by letter to the association and ask them to respond. 


The statement will be made a part of the record at this time. 
(The statement follows :) 


STATEMENT OF HILLIARD SCHULBERG, EXECUTIVE DrrecTor, WASHINGTON, D. C., 
Rerait Liquok DEALERS ASSOCIATION, INC, 


Mr. Chairman and gentlemen of the committee, my name is Hilliard Schul- 
berg. I am the executive director of the Washington, D. C., Retail Liquor Dealers 
Association, Inc., whose offices are located in the Southern Building here in 
the District of Columbia. The association represents those retailers who ure 
engaged in selling alcoholic beverages by the bottle for off-premises consump- 
tion. We are most appreciative of the opportunity afforded us to make known 
our views regarding the operation and policies of the Small Business Administra- 
tion. 

In speaking for our local retailers, we are also voicing the feelings of re- 
tailers similarly engaged in business throughout the various States, since the 
topic under inquiry by this committee was the subject of considerable discus- 
sion at our recent national convention, which was held here in the District 
of Columbia, in October 1956. At that time, the discriminatory practices of 
the Small Business Administration were roundly condemned. 

The package store owners, all small-business men, emphatically denounce the 
discriminatory and arbitrary policies of the Small Business Administration which 
deny us the opportunity even to make application for a loan from this agency 
let alone the privilege of obtaining such a loan. We resent bitterly the stigma 
placed upon us by those controlling the policies of the agency, which in effect 
makes us second-class citizens, not entitled to the rights and privileges of other 
small-business men. 

It is our understanding that, in enacting the legislation which created the 
Small Business Administration, Congress in no way, either in its debates or in 
the final legislation itself, imposed any restriction on the type of business which 
would be permitted to make application for and receive financial assistance. It is 
also our understanding that the Congress did empower those who were to ad- 
minister the act, to see that certain technical criteria was met by applicants, 
but in no event did the Congress bar any individual business from receiving 
assistance. 

As this honorable committee well knows, the Loan Policy Board created by 
the act has taken upon itself the unwarranted power to decide which businesses 
are eligible for assistance, regardless of whether or not the particular § ap- 
plicants can meet the established criteria. Thus, the agency has refused to 
even accept applications for assistance from otherwise qualified applicants who 
are in the beverage package store business, solely upon the grounds that the 
board has decreed that, “it is not in the public interest to give loans to those 
engaged in the alcohol beverage field.” 

We respectively request that the agency or the loan board be called upon 
to demonstrate where the act of Congress in question gives it such powers. 

We have made inquiry of the agency and asked that perhaps it is we cannot 
possibly meet the criteria necessary to obtain a loan, that we cannot meet 
the requirements of the act, which makes the agency refuse our applications. 
“No,” they say. 

We then have asked that perhaps you do not consider us good citizens, persons 
of good repute, or possibly we are not to be considered good businessmen. “No,” 
they say. 

Our next inquiry has been, do you consider us then as criminals, deprived of 
certain civil rights? ‘Absolutely not,” they say. 

een they conclude, “We think it is not in the public interest to grant you 
a loan.” 

We cannot comprehend this attitude. We realize that certain safeguards are 
necessary in the administration of any piece of legislation, but we certainly can- 
not understand this arbitrary discrimination against a legitimate commercial 
enterprise. Here is a ségment of an industry which is probably the largest tax- 
payer in the country, told by a group of appointed individuals, “We don’t care how 
much taxes you pay, what you do, we believe it is not in the public interest.” 
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Not in the public interest! Did these self-appointed censors of morality ever 
stop to realize that the alcohol beverage industry is the only business in the coun- 
try expressly legalized by the Constitution of the United States? 

Have these alleged judges of the public sentiment considered that by their 
actions they are flouting the will of the people of these United States, who voted 
the return of the legal beverage industry by an amendment to the Constitution 
of the United States? 

What is the “public interest” if not the expressed will of the majority of the 
people? 

And do those charged with the administration of the act have an awareness 
that before one can obtain a license to engage in the legal beverage business, he 
must be a citizen beyond reproach, subject to the closest of investigation and 
careful scrutiny by competent public authority? 

And may we remind this honorable committee, that if security for a loan be- 
comes a problem, the merchandise handled by one in the legal beverage field does 
not depreciate, its value remains, regardless of age. 

It is our humble opinion that if the administration of this act is permitted to 
proceed in the manner in which it has been executed up to the present, it is not 
beyond the realm of possibility that those who have created the policies of which 
we complain could, in the name of the “public interest,” bar applications by dress 
manufacturers for assistance, because they may not agree with a style change that 
shows more of milady’s limbs, and therefore rule against such applications on 
the ground that such a business is now contrary to the “public interest.” 

We feel certain that such a grant of arbitrary power was not the intent of 
Congress, nor did it in fact give such power to the administrators of the act. We 
feel that the exercise of such power by the agency and its policymakers is unlaw- 
ful and unjust. 

Therefore, we respectfully request this honorable committee to take such steps 
as may be necessary to see to it that all businesses are treated equally before the 
Small Business Administration. The legislation was enacted to aid and assist 
small-businessmen, regardless of the nature of their businesses, so long as they are 
engaged in legitimate enterprises. 

We submit we are so engaged. We ask not special or favored treatment, but 
only to be afforded the same privileges and opportunities to make application and 
receive assistance, as are offered to any other small businessmen. All we ask 
is, if we successfully meet the criteria set up for other small business, we be 
placed in the same category as other small business and not be discriminated 
against. 

We ask, in conclusion, to be treated as American citizens, with the same rights, 
privileges, and opportunities as our neighbors. 


Mr. Mutter. We have with us now Assistant Attorney General Vic- 
tor P. Hansen, of the Department of Justice. We are very happy to 
have you here with us this morning. Will the gentleman with you 
state his name for the record, please ? 


Mr. Bicxs. Robert A. Bicks. 


STATEMENT OF VICTOR P. HANSEN, ASSISTANT ATTORNEY GEN- 
ERAL, DEPARTMENT OF JUSTICE, ACCOMPANIED BY ROBERT A. 
BICKS 


Mr. Mutter. You may proceed, Mr. Hansen. You may make your 
statement a part of the record in full and summarize it for us or read 
it, as you please. 

Mr. Hansen. I think it would be better to read it. I appear here 
today at your chairman’s request. These hearings, I understand, focus 
on continuance of the Small Business Administration and the type of 
law under which it should operate. While other witnesses know more 
of the detailed operations of the Small Business Administration, this 
Department has an intense interest in some aspects of its work. 
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The Antitrust Division seeks to maintain competition as the buttress 
of our system of free enterprise. In this task we do not. limit our 
attention to any size grouping of business—small, medium, or large. 

But preserving competition requires a strong and flourishing small- 
business community. For today’s small business is tomorrow’s strong 
competitor. If our economic system is to be strongly competitive, we 
must assure some chance for new concerns to enter all phases of busi- 
ness. Their growth will assure renewal of the competitive forces 
which regulate a free economy and, by that token, materially aid the 
purpose of the antitrust laws. From this stems our broad interest 
in SBA’s work. 

More specifically, we cooperate in some Small Business Administra- 
tion programs. For example, as the present act requires, we work 
with the Small Business Administration in the establishment and 
approval of small-business production and raw material corporation 
pools. In addition, we have contributed articles, material, and advice 
m connection with various Small Business Administration publi- 
cations. 

Finally, and most importantly, a principal link with SBA stems 
from our surveys and reports under the Small Business Act. The act 
requires the Attorney Gennieh to make surveys for the purpose of 
determining any factors which may tend to eliminate competition, 
create or strengthen monopolies, injure small business, or otherwise 
promote undue concentration of economic power in the course of the 
administration of this act, and at such times thereafter as he deems 
desirable, reports setting forth the results of such surveys and includ- 
ing such recommendations as he may deem desirable. 

Against this background, I take the liberty this morning of sug- 
gesting several problems on which this committee might profitabl 
focus. 

First in importance is extending the life of SBA. We believe it 
should be extended. Indeed we believe it should be made a permanent 
agency of Government. 

The conditions which create the need for this agency are not tem- 
porary. The SBA, exclusively devoted to the interest of small busi- 
ness, 1s primarily needed as a policy adviser to the Government on 
matters affecting those interests. And small business constitutes a 
large and important portion of our economy. 

We do not mean that any agency should give small business pref- 
erential treatment or privileged status. But some agency must be in a 
somes to insure that problems of small business are constantly 

rought home to government. The Small Business Administration 
has acquired an expert knowledge of government procedures and of 
small-business problems. It can provide for the future an insurance 
that the necessarily large-scale actions of modern government in these 
complex times permit full participation by small-scale business. 

In the interest of the long-term needs of small business and of main- 
taining the efficiency and morale which the agency has acquired, 
Congress should carefully consider granting it the status of a per- 
manent agency. 

Second, Congress might well keep a close eye on the operations of 
the recently revised criteria for determining what is small business. 
But, for the time being, pending further experience with the revisions, 
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we believe it ae might withhold action on further legislative 
attempts to define the term. 

The Attorney General’s first small-business report, dated November 
9, 1955, raised two related questions of defining small business. It 
discussed the variance between the definition used in the lending pro- 
gram and that used for procurement purposes. The former provided 
a reasonable industry-by-industry classification according to number 
of employees, recognizing that what may be considered big business 
in one industry might be very small in another. For procurement 
purposes, however, SBA still used the traditional flat “500 employee” 
standard of small business. 

We concluded that this procurement standard did not adequately 
implement the legislative definition of small business. Further, the 
impact of its operation could be extremely detrimental to many busi- 
nesses, truly small within their industries, which could not qualify 
under such a rigid standard. While recognizing problems in changing 
this procurement standard, we recommend that SBA, and the Inter- 
agency Task Force it had established, seek a more realistic definition 
of small business for procurement purposes. 

The second question of defining small business concerned the cri- 
terion of nondominance in the formulation and operation of SBA’s 
lending procedures. The act provides that a small-business concern 
shall be deemed to be one which is independently owned and operated 
and which is not dominant in its field of operation. 

The 1955 small-business report of the Attorney General reviewed 
SBA’s lending operations in this light, and concluded those proce- 
dures should be reevaluated and revised accordingly. Soon after, the 
Small Business Administration adopted a revised definition for pro- 
curement purposes which permits some firms with fewer than 500 
employees to be classified as large. while others with more than 500 
employees may be classified as small. This definition also specifically 
takes account of the factor of dominance in an industry, regardless of 
firm size. SBA has also reviewed and tightened its lending operations 
to give greater weight to nondominance. 

While I have not yet had the opportunity to study the effects of these 
changes, I am aware that this committee does not consider the new pro- 
curement definition as entirely adequate. However, in view of the 
difficulties involved in formulating an administratively feasible and 
practicable definition, which were discussed in the Attorney General’s 
report, I would suggest that this definition be permitted a period of 
operation to determine whether it is both workable and equitable. 

Another problem for your consideration concerns the raw-material- 
pool provision added to section 207 (a) (2) of the act by the 1955 
amendments. Under that provision, a group of small-business con- 
cerns may form and capitalize a corporation for the purpose of estab- 
lishing facilities to produce or secure raw materials or supplies. This 
provision poses certain problems for the Attorney General, who must 
approve any such pool before its antitrust exemption becomes 
effective. 

Initially, SBA must approve the corporate organization, with a 
finding that it contributes to the needs of small business. Then the 
Attorney General, “mindful of the antitrust laws and the public in- 
terest,” must concur in such a finding and approval. In other legis- 
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jation under which the Attorney General must give his approval before 
a business arrangement receives an exemption from the antitrust 
laws—for example, section 217 of the Small Business Act itself, under 
which small businesses may enter voluntary agreements to form de- 
fense-production pools—he need weigh the matter principally from 
the viewpoint of the antitrust laws. However, the wording of section 
207 (a) (2) establishes additional criteria. Apart from the antitrust 
laws, he must also consider the public interest in general and, ap- 
parently, specifically concur in the SBA finding that the arrangement 
contributes to the needs of small business. This latter criterion, inci- 
dentally, is rather vague, broad, and indefinite. 

Although in practice this provision has not been used to any great 
extent—only two such corporate pools have been approved—in prin- 
ciple, we believe it imposes too great a burden upon the Attorney Gen- 
eral. It requires his approval to be based upon matters far broader 
than the anticompetitive factors which are within his specific province. 

The procedural features of this provision are based in essence upon 
those governing antitrust immunity under the Defense Production 
Act of 1950,as amended. We believe the appropriate language of that 
act should be followed here, particularly including the provision of 
section 708 (d) for the Attorney General’s withdrawal of approval in 
appropriate circumstances. I suggest that the Congress, in consider- 
ing a bill to continue the Small Business Administration, should make 
such a change to that effect. I should point out that the Attorney 
General is very reluctant to see any antitrust immunities extended 
broadly and into new fields. Therefore, any such amendment should 
carefully consider the necessity of constricting tightly the criteria 
under which the Administration may initially approve such pools. 

Another way to improve the usefulness of pooling provisions is to 
remove uncertainty as to their life span. The temporary nature of 
the Small Business Administration, renewed as it is from time to time, 
is reflected in the possible duration of these pools. Their antitrust 
exemption obviously cannot outlast the legislation authorizing it. 
Procurement officers and suppliers of raw material are sometimes re- 
luctant to enter into any contract beyond minimal length when they 
are dealing with a group which may cease to exist before the termina- 
tion of the contract. If Congress desires to encourage the formation 
of these pools, here is an added reason for making the Small Business 
Administration a permanent agency. 

In addition to the pooling problem, what of the joint efforts of 
SBA and the Department of Defense to assure that small business 
gets a “fair proportion” of Defense procurement in accordance with 
the general language of the Small Business Act? After reviewing 
procurement statistics and examining the divergent primary purposes 
of the two agencies, our first small-business report indicated that a 
major portion of the problems in the area seemed to arise from un- 
certainty as to what constituted the fair share of procurement which 
small business should get. 

Quite understandably, some SBA officials, in their zeal to protect 
the interests of small business, urge consideration of small-business 
needs in the operation of the defense procurement programs. Such a 
program could ultimately result in small business obtaining a sub- 
stantial share of overall procurement awards at noncompetitive prices. 
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True, Congress has pledged itself in the Small Business Act to the 
proposition that— 

the preservation and expansion of such (free) competition is basic not only to 
the economic well-being but to the security of the Nation. 

Nevertheless, it has given no indication that the fair share of pro- 
curement for small business should include a large measure of non- 
competitive awards, even though such increased procurement expendi- 
tures might be considered more salutary, and, as some urge, more 
economical, in the long run, as a means of maintaining competitive 
markets for the procurement items purchased. 

As stated in the report, the Department of Defense took a different 
view. It felt that while small business should be placed on a parity 
with all other business, it should not receive special status requiring 
the general award of contracts to such firms regardless of the avail- 
ability of lower competitive prices elsewhere. The Defense Depart- 
ment has defined a “fair share” to be that proportion of its procure- 
ments which small business concerns can win in open competition, 
provided they are given an equitable opportunity to compete. If, 
given completely equitable treatment in the handling of procurement 
awards, smal] business is still unable to obtain competitively any sub- 
stantial increase over its present meager share of total procurement, 
the Defense Department Ibolioves that the congressional intent will 
nevertheless have been fulfilled. 

To resolve this difference in view, I suggest some further declaration 
of congressional] intent in this respect. In view of the continued 
shrinkage of the small-business share of Defense procurement, this 
suggestion takes on increasing importance. I believe that SBA and 
the procurement agencies could achieve closer cooperation and greater 
success in the implementation of small business policies and poageeme 
if they were given a more clearly defined statement both of the a 
proximate g goal to be attained and of the intended methods of approach. 

As that report pointed out, the ultimate decision rests upon a choice 
of alternatives—either that small business be given only a chance to 
compete, facing the possibility that it may prove unable to do so and 
hence suffer materially ; or that it be reserved a substantial share of 
the total business on a noncompetitive basis. 

Under our system of Government, Congress can most appropriately 
make this final choice. It involves a balance of very basic economic 
and, if you will, social factors that Congress can best gage. 

A final problem facing small business—distribution of raw mate- 
rials in short supply—was explored in the Attorney General’s April 
1956 small business report. While commending SBA for its efforts 
to assist firms to obtain scarce supplies, it recognized that the agency 
had no real power to obtain such supplies or even to ascertain whether 
such shortages resulted only from insufficient production or from 
inequitable distribution. It was pointed out that SBA’s investigation 
of raw material distribution was limited under section 212 (f) of 
the act to those instances where a small business was unable to obtain 
raw materials from normal sources for war or defense production. 

Considering the manifold problems of smal] business with respect 
to scarce materials unrelated to defense or war necessities, the report 
indicated that this restriction was unduly limiting. We recommended 
a legislative amendment to broaden SBA’s powers in this respect. We 
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then suggested, if these powers should be granted, that SBA under- 
take an authoritative economic survey to cover the current methods 
of distributing materials in short supply to the civilian economy and 
their effects upon the operations of small business firms, 

We believe that in this area, SBA can perform a significant service 
to the Congress and to small business. However, this proposal for a 
legislative amendment has not yet been acted upon. I hope that it 
may receive serious consideration at this session of the Congress. 

It is also worth noting that several other powers granted to SBA 
under sections 210 and 212 of the act are similarly limited to war 
or defense production. This language may have been just a re 
over from that used to define the powers of SBA’s predecessor, the 
Small Defense Plants Administration, created by an amendment to 
the Defense Production Act. It seems to me that in the case of SBA, 
devoted to promoting the general interests of small business in peace 
as well as war, such restrictive language should be deleted. 

In conclusion, I would like to summarize the matters which we feel 
require congressional consideration in any preparation of a new bill 
to amend the Small Business Act: 

1. Congress should consider the advisability, not only of extending 
the life of the Small Business Administration, but of making it a 
permanent agency in the Government. 

2. Section 207 (a) (2) of the act should be amended to revise the 
existing procedures for obtaining antitrust immunity for raw material 
corporation pools. Appropriate language, patterned on that used in 
section 708 of the Defense Production Act, as amended, should be 
substituted. 

There should be some congressional clarification of what con- 
stitutes the “fair share” of Government procurement which should 
be awarded to small business, and of the intended method of arriving 
at that goal. And, finally, 

4. Section 212 (f), specifically, any other parts of sections 210 and 
212 of the act, as may be appropriate, should be amended to eliminate 
the restriction on SBA powers to matters involving war or defense 
production. 

Thank you for the opportunity to testify here today. I will be 
happy to answer any questions you may have on the subjects which 
I have discussed. 

Mr. Murer. Thank you very much, Judge, for that very fine state- 
ment. 

Mr. Yates, do you have any questions ? 

Mr. Yates. No questions. 

Mr. Murer. Mr. Riehlman. 

Mr. Rrentman. All I want to say is that was a very fine presenta- 
tion. The gentleman has covered many of the problems of SBA. He 
recognized those which are in need of particular attention, particular- 
ly the one dealing with the definition of small business and the other 
condition that you have suggested here in your statement. Other- 
wise, I have no particular questions at this time, Mr. Chairman. 

Mr. Mucrer. Judge, I wonder if we could impose upon you and your 
staff. Without attempting to bind the committee to things that you 
have recommended, but I can say, as I have said before, some of them, 
I think, you will find have already been the subject of unanimous 
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recommendation by this committee. Could you put into language 
some of your proposals, into statutory language that we should in- 
corporate in the bill we hope to bring before the House very shortly ? 

Mr. Hansen. I would be very happy to. 

Mr. Mvuurer. I appreciate that in some of these matters it involves 
policy. For instance, the one as to what is a fair share of the business. 
I wouldn’t ask you to determine that policy, but the question of defini- 
tion is one where I think you could be helpful to us on the language. 
I think it is the feeling of the committee that the new definition except 
insofar as the lending facilities are concerned is not new at all. As to 
procurement, it is our feeling that the definition is just a continuation 
of the old definition that we have been compelled to live undér for 
many years and which we say is so unworkable that we want it 
changed. 

I think since the testimony is that the industry-by-industry defini- 
tion does work well for lending maybe that is the one we ought to in- 
corporate for procurement, too. 

I asked during the course of these hearings heads of other depart- 
ments to submit to us some language which would implement that 
recommendation. I would like for you to do it, too, if you will, 
please. 

Mr. Hansen. I would be very happy to, and we might submit some 
alternative language, too, if you would like. 

Mr. Mutter. That would be very helpful. Would you do it also 
in connection with your recommendations as to section 210 and 212? 
It would be very helpful to us. 

Mr. Hansen. Yes. Thank you very much. 

Mr. Mutter. Thank you, sir. 

Because we are running out of time, it is the sense of the committee 
that we will not be able to hear the Defense Department witnesses 
today. We hope to get to them the first thing tomorrow morning. I 
hope we will also be able to hear tomorrow morning Mr. Waugh, the 
president of the Export-Import Bank. 

I think we can resume now with Mr. Barnes, if you will come for- 
ward with those of your associates and assistants you would like to 
have at the table with you. 

Good morning, Mr. Barnes. 


STATEMENT OF WENDELL B. BARNES, ADMINISTRATOR, SMALL 
BUSINESS ADMINISTRATOR—Resumed 





Mr. Mutter. As a preliminary to the questions to be addressed to 
you, Mr. Barnes, I would like to read into the record at this point part 
of a letter from Delegate John A. Burns, of Hawaii, dated March 15, 
1957, addressed to “Honorable Chairman and Members of the Board 
of Supervisors, County of Kauai, Lihue, Kauai.” This is the excerpt 
which I will read. There is no point in putting the whole letter in. 

Just a few minutes ago, I was advised by the Small Business Administration 
that the Honorable Wendell B. Barnes, Administrator, Small Business Admin- 
istration, had declared the districts of Hanalei and Haena a major disaster area 
within the meaning of the small business statute. I am informed that this will 
mean that it should open an emergency small business office on Kauai and that 
loans would be available to those with some collateral at 3 percent interest on 
20-year loans. 
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Now, will you tell us, Mr. Barnes, what the situation is there? 

Mr. Barnes. Mr. Chairman, there was a tidal wave, as I recall, that 
struck several of the Hawaiian Islands about a month ago, and due to 
the fact that communication is a little difficult we had to wait for 
awhile to find out whether there was any extensive damage done. We 
later learned that there were a few small businesses that were located 
in places where they were seriously damaged by the tidal wave, as well 
as a number of private homes. I don’t think the amount of damage is 
extensive as compared with, for instance, some of the disasters in this 
country. 

Mr. Mutter. Has a local office been opened up in that area, Mr. 
Barnes? 

Mr. Barnes. Yes, sir, we have a man on the island the name of which 
you read into the record. 

Mr. Mutrer. Hawaii, as most people know, as you and I know, con- 
sists of several islands, and it is apparent two of the islands, which I 
tried to pronounce, were the ones struck by this tidal wave. 

Mr. Barnes. Then we have a second temporary office on the main 
island, I believe. Present reports are that these offices will only have 
to be opened for a period of 2 weeks to 3 weeks, and the work is pro- 
ceeding promptly over there. 

Unfortunately, our manager in Honolulu had an illness which oc- 
curred right at this time, and he was in the hospital. We had to send 
over a staff from the mainland, which has made it a little difficult for 
us to operate. 

Mr. Mutrer. Of course, the interest rate is fixed by statute at 3 per- 
cent on these disaster loans. 

Mr. Barnes. Yes, sir. 

Mr. Murer. What is the situation as to requiring collateral on these 
loans ? 

Mr. Barnes. Well, collateral is required if it is available and to the 
extent that it is available, but not under the same standards as under 
the regular business loans. 

Mr. Mutter. In the case of a man whose business has been wiped out, 
and who therefore would have no collateral, is the loan extended to him 
on the basis of his past experience ? 

Mr. Barnes. Yes, sir, and, of course, we would take a lien on the 
materials purchased with the proceeds of the loan. 

Mr. Motrer. Yes. 

Mr. Barnes. The only problem we have had in that connection has 
been in Puerto Rico. 

Mr. Murer. You recall that after the New England disasters in 
1955 we received many complaints, the committee did, that the SBA 
was requiring collateral before making these loans, as a result of which 
very few people could qualify for disaster loans. That policy, I take 
it, has been changed on the broad overall basis, and the policy is now 
that which you have outlined. 

Mr.Barnes. I think that even there it was more a misunderstanding 
before our offices were opened and they actually had their loans pro- 
cessed, because we made, as you know, a substantial number of loans in 
New England. I think there was over $30 million loaned in the 7 
States as a result of those disasters. 

Mr. Mutter. It is the feeling of the committee generally, and I think 
of most Members of Congress, that where your agency was called on 
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to act during the course of disasters that you did move in quickly and 
did a commendable job. 

Will you submit to us, Mr. Barnes, at your convenience for the 
record, the names of the persons who attended the various conference 
meetings held in 1956 and copies of releases and speeches that were 
made by you or your representatives at those meetings / 

Mr. Barnes. Yes, sir. 

Mr. Mutter. If you will submit them to us, the committee will re- 
view them and decide which, if any, should be made a part of the 
record. 

Now, Mr. Barnes, we had one witness with whom you are very well 
acquainted, Iam sure, Mr. Burger, vice president of the National Fed- 
eration of Independent Business. Have you had an opportunity to 
read his statement ? 

Mr. Barnes. Yes, sir. 

Mr. Murer. Would you care to make any comment about it ? 

Mr. Barnes. Well, the only comment that I have to make is that we 
do have not only on the National Council of Consultants but on the 
regional advisory boards a few people who would not under the defi- 
nition of small business that we use qualify as small-business men. 
This is not to say that they would all of them be large-business men, but 
where they do represent large business we have them there for a par- 
ticular purpose, for something that they are able to contribute, in our 
opinion, to the cause generally of small business. 

In each instance, however, those men are not placed on committees 
where there would be a conflict of interest between their general em- 
ployment and what they are asked to do for us, and in my opinion their 
presence has been a very valuable asset to the work of those committees 
in some instances. 

I would cite, for instance, the presence of some of the principal 
buying officers of some of the aircraft companies on the west coast. 
By their presence we have been able to not only establish a fairly close 
relationship so that individual problems of businessmen can be handled 
but in the setting up of subcontracting programs and things of that 
sort they have been cooperative, and it has made, I think, many of them 
aware of the small business problems that they would not perhaps 
otherwise have been quite so well aware of. 

I am sure you have seen some of the publications that have been re- 
leased by some of the larger companies in which they are in effect 
showing the way they work with small business. I am glad to see such 
a competition going on between the large companies for public rela- 
tions in this respect. But even the issuance of those publications has in 
many instances caused concerns, I think, to clarify the channels by 
which small concerns can solicit business from these larger concerns. 
That is the only comment I would like to make about that. 

Mr. Mouuter. He complained that there were either no meetings or 
very infrequent meetings of the advisory boards. We have already 
asked you to compile a list for us of that and submit that to us. 

Mr. Barnzs. Yes, sir, and that will show exactly what the meetings 
were. 

The other point was made, I think, that there were no participating 
loans on the west coast. As a matter of fact, there are some, what I 
would call, independent banks, State banks, and smaller banks out 
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there, who have been very active in the small business lending program, 
and it is not necessary, of course, sometimes for some of the larger 
banks to seek participation loans with us, but even so some of them 
have been quite cooperative, and I just think the record should be 
clarified on that particular point. They have taken part in our dis- 
aster loan programs, and we have had some participation loans even 
from the largest banks on the west coast. 

Mr. Mutter. The complaint also has been made that there are too 
many lawyers serving in capacities other than legal. Mr. Yates, I 
know, will join me in defending the legal profession and telling every- 
body in the whole world what a great job the lawyers can always do. 

Mr. Yates. I am not sure that I will. 

Mr. Mutter. But as a practical matter, isn’t there substance to the 
complaint or objection that lawyers should not be doing the work of 
technicians in the engineering fteld or the business advice field or in 
the financial advice and lending field, and possibly also should not be 
serving on advisory committees ¢ 

Mr. Barnes. Insofar as our employees are concerned, lawyers are 
generally restricted to work in the General Counsel’s Office or Regional 
Counsel, and we have assigned them additional responsibilities in con- 
nection with loan closings, but that is the only place where we are 
using them, except that there are—— 

Mr. Muurer. Let me stop you a minute. When you said assigned 
to loan closing, that is, of course, I think, the also peculiar function of a 
lawyer in connection with a closing. Is he the financial review officer? 

Mr. Barnes. No, he is not, sir, except this: I have gone over our 
personnel records, and I found a great many accountants, financial 
specialists, and other men who have in order to broaden their field, 
have taken law work at night and are admitted as members of the bar, 
but they are there not as lawyers but because they have taken legal 
training to supplement their regular professional training. 

Mr. Mutter. I think that is usual in the banking field and in other 
technical fields, that men who happen to be lawyers are specializing in 
industry or banking. I think that makes them better businessmen, 
but the complaint seems to be that these were men who were active 
practitioners who were doing the work of lending officers. 

Mr. Barnes. No, sir; that is not true. 

Mr. Mutter. Of course, if the man is qualified to do the work, he 
should be authorized to do it. 

What about your advisory boards, do you have many lawyers on 
those boards ? 

Mr. Barnes. I would say less than 5 percent of the advisory boards. 

Mr. Mutter. Your list that you will supply us will show what the 
fact is with reference to that. 

Mr. Barnes. Yes, sir, and, in that case, in some instances lawyers 
take a very active place in civic work and they have been heads of 
chambers of commerce, and even of the trade associations, where they 
represent manufacturers, and they just gain a prominence that causes 
them to be recommended. 

Mr. Mutter. It is a field in which it is natural for them to be out 
front and usually be the representative of an industry or trade or a 
group, so we can’t find fault with them doing the work that they are 
cut out for. 
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I think, Mr. Barnes, you have heard many of the witnesses who 
have testified here, and you have heard us ask them to submit proposed 
language for amendments to the act. You have now sent up your 
proposed amendments ? 

r. Barnes. Yes, sir. 

Mr. Mutter. Do you want to comment about any of the changes 
you have recommended ? 

Mr. Barnes. No, sir; other than to say this, that many of these 
recommendations I received from other sources have already been 
incorporated in the proposal we sent up here, not all, and the law 
we sent up here we believe is workable and does clarify many of the 
areas that were in doubt in the present act and makes it as a piece 
of legislative draftsmanship much clearer to work with. 

Now, there may be some areas in which there might be disagree- 
ment, but we have merely then given you our proposal and our recom- 
mendations in the law that was sent up here. 

Mr. Mutter. Will you send up enough copies so that every member 
of the full committee will have one, please ? 

Mr. Barnes. Yes, sir. 

Mr. Mutter. Now, one thing you did not include within your 
amendments, and I understand your reason for not doing it, is the 
question of the definition as to procurement. I think you have heard 
me say repeatedly throughout these hearings that in my opinion the 
definition as to procurement works no substantial change from that 
which was in existence prior to the enactment of the changes in the 
law or prior to the issuance of your last regulation. I am right, am I 
not, that the only change is that those who feel aggrieved by the 500- 
employee definition have a right to come in and present a case for a 
different interpretation ? 

Mr. Barnes. That is where the size is less than 500. We do have 
authority to go beyond 500 and have done so in 2 fields. Well, as a 
matter of fact, more than that, but in electronics and petroleum pro- 
duction, and one or two others we have gone beyond the 500. Each 
time we do it requires quite an economic study. 

I don’t mind making a larger statement on this subject because the 
record is not in agreement with my own feelings about it. As you 
know, I have a great deal of respect not only for this committee but 
the individual members on it and only with great reluctance would 
take any action other than was recommended after this committee 
had formally recommended a course of action. However, in consider- 
ing these size standards, while the ultimate decision was mine, it would 
affect such a wide area of Government activity that almost prayer- 
fully did I try to reach the right conclusion. 

Mr. Mutter. If I may interrupt you, Mr. Barnes, that is the diffi- 
culty we find. That is the great area of difference of opinion between 
us. You have approached it from the view of the Government as to 
whether or not the Government will be disturbed in its activities or 
whether or not it will require more work on the part of the Govern- 
ment to implement the definition of the intent of Congress. 

We are not critical of what you have done by increasing, by allow- 
ing several industries who have more than 500 employees, defining 
them as small business—what we have been concerned with is getting 
more small business into these programs and keeping out of this defi- 
nition those who have from 250 employees to 500, and are not small 
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business but big business. That is the area that we have been trying 
to direct our attention to, and I think you overlook that when you 
look to the amount of work that the Government agencies will be put 
to and the trouble they will have in weeding out the big business who 
have between 250 to 500 employees. 

Mr. Barnes. Well, I didn’t mean to limit my concept of that. In 
considering for the moment a multiple industry size standard and 
analyzing the pros and the cons, this is the sort of thing that I have 
to deal with. In the first place, any change that would require all of 
the, we will say, 200,000 small businesses that are interested in Gov- 
ernment procurement and manufacturing to do something to get a 
certificate, to get a license, or to have to analyze their situation in con- 
nection with each contract would be bad for the individuals themselves, 
and it would furthermore be bad for industry because the same deci- 
sions would have to be made by prime contractors. 

Mr. Muurer. What makes you think, Mr. Barnes, that these hun- 
dreds of thousands of small businesses are going to come in and ask 
for a certificate? If you have an industry-by-industry definition, the 
only one who will come in for a certificate is one who is excluded from 
the industry definition. 

Mr. Barnes. I just can’t agree that that is true, sir, because I have 
given this example before and I have seen it begin to work even with 
the change that we have already made. 

Mr. Mutter. Let’s get down to cases. How many certificates have 
you issued ? 

Mr. Barnes. Under the present definition, as you know, they may 
self-certify if they are under 500 and if in effect there is no complaint 
from their competitors. 

Mr. Mutter. There is no difficulty about that. If a small-business 
man says, “I am small business,” and he certifies, then the burden is 
on you to check, if and when you get a complaint; isn’t that. s0? 

Mr. Barnes. Yes, but it goes beyond that because his competitors 
have to agree that he is small. We have been getting a few of those. 

Mr. Mutter. They don’t have to agree about his self-certification. 
He doesn’t talk to his competitors about that, does he? 

Mr. Barnes. If his competitors believe that this is in fact not a 
small business and he has gotten a Government contract by self-certi- 
fication, they file a complaint, and this may result in eliminating him. 
It may change the size standard in that particular area. 

Mr. Motrer. Filing a complaint won’t eliminate him. It will re- 
quire you to conduct a hearing and make a determination. He says, 
“T am small business,” and gives you his self-certification that he is 
small business. 

Mr. Barnes. That polices itself because if there are 4 or 5 small 
concerns that are bidding on a particular item and the winning bidder 
is one that 1 or more of the others believe in fact is not small, if they 
believe he is dominant—we have already had an instance of that—the 
competitors came in and said, “This firm is dominant in this field. It 
should not be classified as a small business.” We started proceedings 
but before actual hearings were held, the complaining firm apparently 
made a broader study than they had made when they filed the com- 
plaint and notified us that they were withdrawing the complaint. 

Mr. Mutter. So you took no action on that ? 
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Mr. Barnes. No. 
Mr. Murer. How many applications for certificates have you had? 
Mr. Barnes. 128. 

Mr. Muurer. How many have been denied ? 

Mr. Barnes. We have denied 77. 

Mr. Mutter. And how many were withdrawn / 

Mr. Barnes. None have been withdrawn. 

Mr. Murer. And what is the number that were approved ? 

Mr. Barnes. We have issued 18 and there are 21 pending, and 12 
that were filed were disposed of merely by writing that they did not 
need a certificate by reason of their size, and in this 77 

Mr. Muurer. We are now talking about only the procurement. 

Mr. Barnes. Yes, sir. 

Mr. Muurer. All right. Now, how many applications have been 
filed for certification as small business in connection with loans? 

Mr. Barnes. It is not necessary to issue a certificate there because 
in each case 

Mr. Murer. Let’s put it the other way : There you have an industry- 
by-industry definition. 

Mr. Barnes. Yes, sir. 

Mr. Murer. When the man comes in, in the first instance you look 
at your industry-by-industry definition. If he complies you take his 
application. 

Mr. Barnes. Yes, sir. 

Mr. Mutter. Now, if he comes in and says, “Despite your industry- 
by-industry definition, I am small business,” you then make the de- 
termination of whether he is small business. 

Mr. Barnes. Yes, sir. 

Mr. Muurer. How many instances have you had of that kind where 
the man was not within the industry-by-industry definition but came in 
and said,“I am small business,” and you then had to review that 
question before taking his application ? 

Mr. Barnes. I would judge that we probably had, well, 75 to 100, in 
that neighborhood. 

Mr. Motrer. Could you get that information more specifically for 
us and furnish it for the record, together with the information as to 
how many of those who said they were small business and you found 
they were not ? 

Mr. Barnes. I don’t believe I could because this is the way it would 
take a search of all of our files. When they file the application, if 
there is a question about size that comes in and is disposed of first be- 
fore the application is accepted, and there may be an entry made, an 
order or some correction made on the authorization itself. In other 
words, it will be informally said, “This concern is apparently quali- 
fied. We will process the application,’ and when we get the appli- 
cation in and all of the data at the time the application 

Mr. Motter. Can you furnish to us the number of applications that 
were turned down because the prospective borrower was not small 
business on that sort of ground ? 

Mr. Barnes. I will see if our records are kept that way. 

Mr. Muurer. Can you give us the number of loans which have been 
approved of companies who did not in the first instance come within 
your industry-by-industry definition of smal] business? 
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Mr. Barnes. Well, I will see what I can obtain on that, 

Mr. Mutter. That would be very helpful to us if you could get that 
information to us. 

Mr. Barnes. May I say on this particular point, Mr. Chairman, 
that if this thinking is not in accord with your own or that of the com- 
mittee, I would like to know about it. 

We have not regarded where we have fixed-size standards that the 
standard was an ironclad inflexible category. In other words, if -we 
say 250, we have regarded this as meaning in effect approximatel 250, 
because you can’t draw a line clearly. It is an arbitrary line to begin 
with. If the employment is 255, we say it is in the general class of 
corporations with 250. If in that category, the concern applying was 
five or six hundred, obviously it is not there. 

Mr. Morrer. I think the congressional intent is very clearly that. we 
do not want you bound by any inflexible numerical definition, in any 
case. I think you have wide enough discretion in any case to make 
the determination in accordance with what the facts may be. That is 
indicated by the language of the statute, which says you may’ de- 
termine, and your determination will be binding on all of the procure- 
ment agencies, that one is or is not small business; That is why I think 
we are so insistent, this committee is so insistent..on getting some 
language into this statute, which will compel you to follow the con- 
gressional intent. 

I will ask you to do the same as I have asked the others to do 
whether it will get into the statute or not, we don’t know, but I would 
like you to submit to us such language that will make it clear and un- 
mistakable that we do not want a numerical definition of 500 em- 
ployees for procurement. 

What is the present sitnation as to your additional authorization? 

Mr. Barnes. The authorization has passed, but the emergency ap- 
propriation bill has not yet been enacted, 

Mr. Mutrer. That is what I meant to direct myself to. 

Mr. Barnes. Until vesterday we had enough funds on hand, we 
thought, to take care of the disaster loans filed from Kentucky, Ten- 
nessee and Virginia, and had through repayments something less than 
$1 million, with several urgent loans, and I had yesterday authorized 
those funds to be used on those urgent loans, but now today we have 
the tornadoes in Dallas and Oklahoma and we will probably have 
to 





Mr. Mutrer. Well, have the conferees been advised of the urgency 
of action ¢ 

Mr. Barnes. Yes, sir, and I have done everything that. is possible 
for me to do in the executive branch. 

May I say it is this serious, these homes and businesses that were 
lost in Dallas last night, for instance, to the extent that they come 
seeking assistance from us, we can process their loans in the next few 
days, but we have no money. 

Mr. Muurer. You have no money to disburse. 

Mr. Barnes. And I have at least 3 or 4 business loans that I know 
of in which the loans are not approved and funds made available 
Within the next few days, they are going to be in serious trouble with 
creditors. 

91429—57—pt. 1 14 
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Mr. Muurer. Well, I don’t know what we can do to help the situ- 
ation, but we will pass the word along and see if we can’t get some 
speedy action. 

Mr. Yares. Won’t the creditors take your assurance that the loan 
will be made as soon as funds are available? 

Mr. Barnes. We have given all of the assurance we can. We say 
we have processed the application, and the exact wording is that we 
have given favorable consideration to it and when funds are available 
the loan application would be approved, which is as far as you can go. 
You can’t formally obligate funds that are not appropriated, but 
with the approval of both Appropriations Committees we have used 
the language which goes as near to that as we can. 

Mr. Yates. I don’t think there is any dispute of the Appropriations 
Committees of either the House or the Senate. I think what is hold- 
ing us up is the tungsten situation. 

Mr. Motrer. Which has nothing to do with your situation, but it 
happens to be in the same bill. 

Mr. Yates. This is for the purchase of strategic material. 

Mr. ‘Rrearman. Before you leave the definition question, Mr. 
Chairman, may I ask Mr. Barnes if he will tell the committee which 
department of the Government is vigorously opposed to the industry- 
by-industry definition ? 

Mr. Barnes. Well, of course, the Defense Department would have 
the greatest problems with it, but may I say, Mr. Chairman, that the 
Small Business Administration would in my opinion have a great 
problem with it. Any definition that we adopt that will take a large 
number of our employees to handle it is going to interfere with other 
programs, and in my opinion, an industry-by-industry definition will 
do that, and as I indicated at the hearings last summer, there is no 
way to do it accurately until we get further information from the 
Census Survey, and that hasn’t been released vet, and now we are 
informed it will be the middle of the summer, but over and beyond 
all of these things, the problem that is greatest in connection with an 
industry-by-industry definition, and those who say that such a defi- 
nition can be written mean that it could be written and perhaps be 
administered, but they do not say how many people it will take to 
administer it by the Small Business Administration, how many em- 
ployees. But the primary problem is the one that occurs in procure- 
ment when procurement items are let on a commodity basis and our 
classification is on an industry-by-industry basis and the industries 
and the commodities do not jibe. You thus would get on a particular 
order, a large company, we will say, in toy manufacturing, which has 
300 employees, competing against a small company in the automotive 
manufacturing field with 10,000 or 12,000 employees, and competing 
against perhaps someone else that makes kitchen utensils that has 450 
employees and is small. 

If the automotive manufacturer with 10,000 or 12,000 employees 
was the low bidder, you can imagine how the toy manufacturer, who 
is competing in the same item with 350 employees, would complain 
when he was classified as large, because you are classifying them 
according to their industries, but yet they are bidding, say, on one par- 
ticular type of part, say, a mess kit, something like that, which all of 
them could make. We have already found under the new definition 
we are operating under now the complaint that was received involved 
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a concern that was winning bidder in the manufacture of sweepers. 
There were four or five companies in this particular field, all bidding 
on certain Government contracts for street sweepers, but the problem 
was that each one of them manufactured several other items, and one 
could complain, “I am a small manufacturer of sweepers.” When we 
told them that they had to include all of their employees and all of the 
items that they manufactured to determine what industry the com- 
pany was really in, this, you see, made a very complex decision, and 
I don’t know whether that was the reason the complaint was with- 
drawn. 

Mr. Moutrer. May I interrupt you at that point? 

Mr. Barnes. Yes, sir. 

Mr. Mutter. General Motors, or any one of its subsidiaries may be 
making an item in competition with small business, and the quantity 
that General Motors produces is only one-hundredth of one percent of 
what the industry produces. So that it is not dominant in that in- 
dustry. Let’s assume we are talking about toys now. Do you think 
for one minute the Congress intended that General Motors could com- 
pete with those small businesses because the item being bought was 
toys? 

Mr. Barnes. No, sir, that is not my contention at all. 

Mr. Murrer. Then I don’t understand. I can’t follow you as to 
what is so difficult about an industry-by-industry definition. 

Mr. Barnes. Well, take for example the one I gave you, street 
sweepers. There are not a lot of companies in the country that make 
street sweepers, these big machines that clean up the streets. 

Mr. Mutrer. But there are some big companies making street 
sweepers. 

Mr. Barnes. Yes, sir. 

Mr. Mourer. Who are not independently owned and who are domi- 
nant in their industry. They are immediately excluded from your 
industry-by-industry definition, are they not? 

Mr. Barnes. Yes, sir. 

Mr. Mcurer. The big companies. 

Mr. Barnes. That is clear and that is easy, but when you have 4 
or 5 of the companies and each one of them manufactures street sweep- 
ers, and their employment generally is from 300 to 750, but each one 
of them only makes—maybe 25 percent of their production or less are 
street sweepers, and another one makes bulldozers or earth-moving 
equipment, the second one, in addition 

Mr. Mourer. The first two tests under the statute are dominance 
and independence. If it is dominant, it is out. If it is not independent, 
it is out. Why do we have to get into the question of whether it is 
making 25 percent of one particular item or 50 percent of another par- 
ticular item in the industry when you get into your industry by 
industry definition ? 

Mr. Barnes. Because the companies have many different products. 

Mr. Motrer. We are not concerned with the number of products 
that. they are making. We are concerned here about helping small 
business. Small business cannot compete in making automobiles with 
General Motors. It cannot compete in making refrigerators with 
General Electric. We are not concerned with qualifying General 
Motors or General Electric. We are not concerned with trying to 
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include the big-business man, but how we are going to exclude him 
from the field of small business. 

Mr. Barnes. I couldn’t agree with you more. That is exactly what 
Iam saying. Under the definition we now have, we do; but, if you get 
into an industry-by-industry definition, then you have to be concerned 
with products. That is how you classify them into industries. You 
have to see what products they make and what is the major portion 
of their work, and that gets them into the industry, and sometimes they 
qualify under 4 or 5 or 8 or 10 different industries. 

Mr. Mutrer. Are you fearful that General Motors or General Elec- 
tric or Westinghouse or some of the other big companies who are domi- 
nant in their industry or are not independently owned may come in 
and qualify as small business for some of these products ? 

Mr. Barnes. No, sir, but the companies that are in the area of 250 
to 1,500 or 2,000. 

Mr. Motrer. Give us a specific instance, if you can, by industry and 
names of companies. 

Mr. Barnes. Well, I hesitate to do it. I would like to supply it to 
you in writing. 

Mr. Mutter. Please. 

Mr. Barnes. So I can show you exactly what I mean. 

Mr. Mutter. I am not trying to embarrass you or your administra- 
tion, Mr. Barnes, but I am Voicing the opinion of this committee. We 
feel very strongly about this. We haven’t had anything submitted to 
us to convince us that an industry definition cannot be worked out 
properly for United States procurement. 

Mr. Barnes. I can give you an example which I recall myself. A 
small manufacturer from New York, as I recall, made plastic belts, 
and this was a loan case, but I am applying it to procurement. Now, 
if you classified this man as an apparel maker, he was clearly small. 
If you classified him as a beltmaker, he was a medium-size concern. 
If you classified him as a plastic beltmaker, and there are several of 
them, he was dominant. He had only 90 employees but he controlled 
95 percent of the market in plastic belts. This was a Joan case, and in 
that case I ruled that he was small and made him the loan, but if we 
had been trying to put him in a category for procurement, and if they 
were bidding on some of the items that are put out that he could very 
well make, you have to decide whether he is a beltmaker, an apparel- 
maker, or in the general plastic sales field. If we have a number of 
industry classifications, he has got to be fitted into one of them, and you 
have got to look at his products and see what the major portion of the 
work of the company is before you can do that. There is no way to 
avoid that. 

Mr. Mutter. I think you have made this problem unduly difficult 
for yourself, because I think if you follow the language of the statute— 
if the corporation or the company is publicly owned, it can’t be small 
business under our definition. That is the statute. That is the legal 
definition. If the company is publicly owned, it cannot qualify as 
small business. If it is dominant in its industry, the statute says it 
‘annot qualify as small business. So you can immediately take out 
two complete classifications. Any company that comes in with a bid 
that is publicly owned cannot be small business. It must be indepen- 
dently owned and operated, which immediately eliminates affiliations. 
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So we get away from the large publicly owned corporation which 
organizes a subsidiary or bought out a subcontractor and continues 
it as a separate corporation. It is affiliated with the publicly owned 
corporation and is not independently owned and operated ; therefore, 
it could not qualify. 

Mr. Barngs. Mr. Chairman, I will give you several specific examples 
on this point. 

Mr. Murer. Let me complete the thought I have in mind. I think 
the committee itself is in agreement with this. I am talking about 
the full committee as well as the subcommittee. If a company is not 
independently owned and operated, if the company is dominant in 
its industry, it cannot qualify as small business, and if you take on 
from there industry by industry and forget whether or not the big 
company is making a product which is just incidental and if it were 
making just that one product, it wouldn’t be dominant in the industry, 
if you leave that out because he is big business, because he is publicly 
owned, because he is not independently owned, because he is dominant 
in the industry, if any of those items come intoplay, you exclude them 
at once. You have then solved your problem and you don’t have to be 
concerned about any difficulty with an industry-by-industry definition. 
You are not concerned with whether he is making 1 baby carriage a 
year or 1 toy with which he may try to compete with small business. 
If you exclude that company at once, then your definition can very 
easily be applied, interpreted, and enforced. 

Mr. Barnes. We are having this type of problem presented to 
us in the making of certain trucks and vehicles, not Army vehicles 
but vehicles generally used. You have the automotive companies 
involved. Atleast two— 

Mr. Mutrer. Which automotive companies are independently 
owned ? 

Mr. Barnes. None of them are, but 

Mr. Mutter. Now, at one time Ford was independently owned 
before they sold their stock publicly. Now it is on the public market, 
but even when it was independently owned, it was big business. 

Mr. Barnes. Yes. 

Mr. Mouurer. Because it was dominant in that field in which it 
was participating. 

Mr. Barnes. But in the competitive field, for instance, American 
Motors or Studebaker could not be called dominant in the automotive 
industry. 

Mr. Muurer. Is their stock publicly held? 

Mr. Barnes. Yes. 

Mr. Murer. You don’t have to concern yourselves with them no 
matter what they are going to make. They are not independently 
owned or operated. They are out of your definition by law. 

Mr. Barnes. You are placing an interpretation on “independently 
owned” that we have not used, that nene of the procurement agencies 
have used. We have not said that if it were publicly owned that 
would automatically exclude them. Independently owned means 
they may not be a subsidiary. They must be considered with all of 
their afhliates. 

Mr. Mvtrer. I think the Congress meant independently owned 
meant not publicly owned. 
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Do you think that Studebaker and Packard, much as they are 
having difficulty in their industry, competing in the automotive in- 
dustry, that they could come into the Small Business Administration 
and qualify for a loan? 

Mr. Barnes. Not for a loan, sir, but I think they could be given 
a certificate to bid on a Government contract in a certain field. 

Mr. Motrter. I don’t think so. 

Mr. Barnes. Mr. Chairman, may I say that we have had expressions 
from other committees and correspondence from Members of Congress 
that indicate that very thing, that that very thing was their inten- 
tion. Now, this is not before us at the moment, but it is going to be 
within the next 2 weeks. 

Mr. Rreniman. Mr. Chairman, maybe Mr. Barnes was apprised 
of the statement Mr. Floete made with respect to this very same 
subject. I think he told the committee that his assigning this group 
of specialists to study this whole procedure problem, comes from 
the recommendations of the President’s Committee. This is one 
of the things that he and his group certainly would give serious 
consideration to, and with the hope, if I am not mistaken, that they 
could come up with a solution to the problem different than what we 
have today. Certainly as the Administrator, if a recommendation 
comes from this group as to how this can be simplified and possibly 
meet with the approval of this committee—because I think we have 
been pretty outspoken in our attitude toward the definition, and my 
counsel has just said the Attorney General also has made comment— 
would you be opposed to accepting their recommendations and trying 
to put them into practice? 

Mr. Barnes. No, sir; I wouldn’t, providing only that it is a system 
that doesn’t require us to use 200 or 300 employees or 40 or 50 that 
we do not have. I mean that we can use more effectively on programs 
that will help. This is to me, and I don’t want to underrate it, but 
actually you are just putting potatoes in one basket or another, and 
you have many administrative problems beyond merely the drafting 
of a definition. 

Mr. Rreniman. I recognize that. 

Now, you have just said that might entail the employment of other 
people in the Department and divert them or possibly divert other 
employees from the work they are doing at the present time. In your 
statement I recall you noted that you had to take or shift some of 
the funds to procure financial specialists because of the backlog of 
applications. 

Mr. Barnes. Yes, sir. 

Mr. Rreniman. Would that switching of these employees have any 
direct effect upon SBA’s procurement program ? 

Mr. Barnes. No, sir, because they weren’t switched from that De- 
partment. May I say, and I would like to go completely and firmly on 
the record on this, that we have not had any complaints in connection 
with this new definition, with the possible exception of one or two 
where we declined to grant a certificate which they clearly shouldn’t 
have had. Included in this 77 that. we declined were some applications 
that really couldn’t have been made in seriousness. There were some 
very large companies that applied. But we actually are not having 
any complaints at all. If there were inequities, I am certain that we 
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would be the first to hear about them, and there have not been any 
complaints. 

r. Mutter. May I interrupt at this point? If you have a defi- 
nition which says that anybody up to 500 is small business, nobody 
is going to come in and complain to you on the procurement problem. 
He reads his definition and it says 500 and that is it. Who is going 
to complain? Is the man who has 250 going to fight with you and 
say, “This fellow with 400 or 500 is not small business” ? 

Mr. Barnes. No, sir. His competitor is going to complain. 

Mr. Mutter. He won’t complain as long as the definition reads 500. 
That is why I would like to change it to an industry-by-industry deti- 
nition where the greatest number of these people would then be 250 
for small business. I would like to see how many would come in and 
complain and show that 400 or 500 in those industries are small busi- 
ness and not big business. 

We have lived under this 500 definition as long as I can remember, 
certainly since the beginning of World War II, and it has not worked. 
I think it is time we tried another definition. 

Mr. Rreutman. I would like to add just this. We must be interested 
in the people who may employ up to 1,000 employees as well as those 
that just have 500 and below, because I presume—I don’t know how 
many, but I presume there are a number of them throughout the coun- 
try that are small in their field and still employ up to ‘1 ,000 people. 

“Mr. Barnes. We have included that certainly in the electronics and 
the small refineries. There is clearly that situation. 

Mr. Moctrer. You have had how many applications? I think you 
said two such applications. 

Mr. Barnes. There are more than that. There were 6 companies in 
petroleum refining, 3 in the electronics field, 1 in apparel, 1 in high 
carbon wire, 1 for automotive parts, 1 for rubber footwear, 2 for air- 
craft parts and 1 for pipe and tubes, 1 for cotton broad woven fabrics, 
and 1 for heavy duty off-the-road trucks and tires and inner tubes. 

Mr. Mutter. To that extent you had an industry-by-industry certifi- 
cation? 

Mr. Barnes. Yes, sir. 

Mr. Motrer. I think you are unduly alarmed by the need for ad- 
ditional employees, but that is no excuse for not doing this job. Con- 
gress wants it done. If you need additional employees, you should ask 
for them and we should give them to you if you need them, and we 
should get the job done. 

Mr. Datmas. Mr. Barnes testified that he had a reallocation of 
funds twice in the past year. 

Mr. Barnes: Yes, sir. 

Mr. Datmas. And in each of those reallocations it was done because 
of the increased pressure on your financial assistance program, and 
that money had to come from the procurement program and your 
technical assistance program; did it not? 

Mr. Barnes. No, sir, it came from salaries in the third and fourth 
quarters. 

Now, may I suggest something like this to this committee: In June 
or July we understand we will have available the data from the latest 
business census. At that time we will have to revise the industry-by- 
industry standards that we are now using for loans. We don’t have 
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other figures other than the 1947 figures, and in order to make an 
industry-by-industry determination what is involved is taking the data 
from the business census, analyzing it to see how many concerns fall 
in various sized categories, and ‘then arbitrar ily deciding where a cutoff 
point should be. 

Now, we will have to do that in connection with the loan standards 
as soon as that is available. I submit that it would be sensible to 
letusdothat. It will take 3 or 4 months after the figures are available, 
because you have several hundred industrial categories. The com- 
mittee can then look at those and see if this is in accord with your 
ideas about size; but if we made the change without any such pre- 
liminary study it would in the procurement field have a much broader 
impact because there are so many more people working with it, and 

even though it might be possible to draft such an industry y-by-industry 
standard, it is not being based at present—it couldn't possibly be based 
on anything except just the most wild sort of estimate or guess. 

Mr. Mutter. Well, your industry-by-industry definition of your 
lending facility, even though it is based on 1947 figures, ¢ ‘can’t be very 
far wrong because you have only had 75—or about 75—instances out 
of about 4,000 loans where you had to determine whether or not that 
company was small business despite your definition. Isn’t that so? 

Mr. Barnes. That is right, because most of those that apply are 
obviously small. I could have been wrong also on some of the de- 
terminations that I made that they were large. 

Mr. Motrer. But having proved right there, why not take the 
chance of being right on procurement ? 

Mr. Barnes. Well, just as I say, when you adopt it there you have 
many, many more people that have to familiarize themselves with it 
and work with it. It may be that while the committee is having hear- 
ings, which I understand are contemplated on interest rates, that you 
could hear the testimony of a few of the prime contractors that now 
have the control over millions of dollars of Government business in 
the form of subcontracts, and we certainly ought to understand what 
their problems would be with such a type of definition. 

Mr. Rrenuman. Really and truly, Mr. Chairman, when this defini- 
tion came into being, I just think that someone took a quick look 
what they thought small business might be and took an arbitrary figure 
of 500 and we have stayed with it. ‘No one has wanted to break away 
from it. It has been a very easy policy, particularly for the Defense 
Department to follow, and they don’t have to do a lot of extra work. 
They just certify these people as having 500 employees. It would be 
just as realistic, wouldn’t it, if we said let’s take a thousand or 800 
or 200, and struck an arbitrary figure, if it says the same thing? 

Mr. Mvtrer. This strikes me as being so similar to the way we 
were made to appear—hitting our heads” against a stone wall while 
trying to get a uniform catalog for the Defense Department. It has 
taken years and years and years and committee after committee has 
banged away and banged way in trying to get uniform specifications 
through the various governmental departments. We are having the 
same difficulty in making you break away from that 500-employee 
definition for procurement. 

Mr. Rreniman. May I say, Mr. Chairman, we are getting some- 
where in the catalog and standardization program. 
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Mr. Mutrer. We are making progress. 

Mr. Rrentman. I think it will be accomplished. 

I think Mr. Barnes knows we are saying this to you in the friendliest 
manner possible. We are not criticizing you as an individual or 
you in administering this program, but we have definite feelings 
about it, and I am sure you understand it. It is hard for us to 
understand your position. 

Mr. Muurer. Just one final thing before we go to the floor. We 
will have to leave very quickly. How much are you asking for as 
an additional authorization in your proposed amendments for the 
program ¢ 

Mr. Barnes. In the statute that was sent up here, $600 million. 
That represents an increase from $230 million to $600 million. 

Mr. Mutter. That is divided for your business loans 

Mr. Barnes. $450 million for business loans. 

Mr. Murer. That is an increase of $220 million for business loans. 
<7 are still not ready to go along with our recommendation of $500 
million. 

Mr. Barnes. Well, we want the $600 million, and that $600 million 
is a compromise figure, may I suggest. 

Mr. Murer. You have $600 million overall ? 

Mr. Barnes. Overall, of which $125 million are disaster. 

Mr. Mutrer. You haven't asked for any more money for your dis- 
aster loans. You are keeping that at $125 million ? 

Mr. Barnes. That is $125 million. 

Mr. Murer. That is what you have now? 

Mr. Barnes. Yes, sir. 

Mr. Mutrer. Don’t you think you ought to ask for an authoriza- 
tion for more? 

Mr. Barnes. I don’t think so. 

Mr. Murer. You may not need the appropriation, but don’t you 
think you ought to get the authorization and, if a disaster occurs, 
you won’t need to worry about special legislation in a hurry? All 
you will need is an appropriation. 

Mr. Barnes. Sir, that gives us $80 million over and above what 
has now been loaned, and. we have loaned $53 million in almost 314 
years. Some $80 million would indicate about a 4-year period, and 
it may resolve almost that much. 

Mr. Mutter. You cut back from $100 million to $25 million in the 
aggregate amount that you may use for the taking of prime contracts ? 

“Mr. Barnes. Y es, sir. 

Mr. Mutter. That has not been used at all. 

Mr. Barnes. It hasn’t been used at all, and we figure that is an 
amount we could use if there was an emergency or something of that 
nature. Wecould ask for that. 

Mr. Mutter. Thank you very much, Mr. Barnes. We will recess 
now until tomorrow at 10 o’clock, at which time we hope to hear the 
Defense Department witnesses and the Export-Import Bank. 

Mr. Barnes, you need not return. You are welcome to be here if 
you wish to attend. Of course, you will send us the information we 
have asked for during the course of the hearing. We will probably 
have some additional inquiries to address to you in writing. You 
will please send that along for the record, too. 

(Whereupon, at 12: 20 } p. m., the subcommittee recessed until 10: 00 
a.m., Thursday, April 4, 1957. ) 
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Untreo States House or REpresENTATIVES, 
Setect ComMITTEE ON SMALL Bustyess 
SuscommitTeEe No. 2, 
Washington, D.C. 

The subcommittee met, pursuant to call, at 10: 10 a. m., in the caucus 
room, Old House Office Building, Washington, D. C., Hon. Abraham 
J. Multer (chairman of the subcommittee) presiding. 

Present: Representatives Multer, Riehlman, Steed, Seely-Brown 
and Yates. 

Also present: Irving Maness, subcommittee counsel: Victor P. 
Dalmas, adviser to the minority; and Katherine C. Blackburn, re- 
search analyst. 

Mr. Mouurer. Good morning, ladies and gentlemen. We will call 
this hearing to order. 

I would like to advise that the committee will meet next Tuesday 
and Wednesday, April 9 and 10, but we will open here in this room 
on both days at 9 o’clock. The witnesses who have heretofore been 
scheduled, the Department of Defense witnesses and Export-Import 
Bank, will be heard on Tuesday and Wednesday of next week, and 
each of those sessions will open at 9 o’clock instead of at 10. 

The first witness we have this morning is Mr. Vogel, who has already 
been introduced to the members of the committee by his distinguished 
representative, Hon. Frank Thompson, of New Jersey. 

Mr. Vogel, will you identify yourself, please ? 

Mr. Voge. Louis F. Vogel, Sanitary Coat, Apron & Towel Supply 
Co., Trenton, N. J. 

Mr. Mutter. You may proceed, sir. 


STATEMENT OF LOUIS F. VOGEL, SANITARY COAT, APRON & TOWEL 
SUPPLY CO., TRENTON, N. J. 


Mr. Vocrn. Mr. Chairman, last June, McGuire Air Force Base 
procurement office sent out bids calling for a maximum delivery 
of 330 jackets to be used by the stewards and stewardesses on the 
United States flights to Europe and other parts of the world. 

At that time my company was the low bidder at a price of 42 cents 
per jacket. This was a specialized item. The contract called for a 
style of jacket by catalog number and by the name of one manu- 
facturer. In other words, we had no leeway at all in purchasing this 
item. It wasa specified item. 
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In order to serve this account, we had to purchase 990 jackets at an 
expenditure of approximately $3,000. At that time the assistant 
procurement officer assured me verbally that they would reach this 
maximum of 330 coats per week in approximately 3 months. At the 
time we got the contract, they were using about 90 or 100 coats 
per week, but he ‘said the program was being expanded and 
within about 3 months would reach the maximum. In fact, he went 
so far as to warn me that if they went over the maximum for which 
some $7,200—I have the exact figure here—had been appropriated, 
that I should warn them so that they could get a supplementary 
appropriation. 

In effect, what happened was that it never got over the figure of 90 
per week, but it steadily decreased for a period of 5 months, and then 
the Air Force.terminated the contract, using as their excuse—and I 
have a letter here from Maj. Gen. Joe W. Kelly, Director of the Legis- 
lative Liaison, United States Air Force—the Air Force ran a survey 
of this contract that had been let to us, and it was determined that the 
jackets were not serving the purpose for which they had been pro- 
cured. The question in my mind is: Who determined the purpose 
when these bids were sent out? And, while I realize that according 
to the terms of this contract we don’t have a legal leg to stand on, we 
do feel that it is a very inequitable situation when any small business 
is asked to enter into a contract or is even sent a bid to enter into a 
contract where they have absolutely no protection and can take almost 
a total loss. 

Mr. Mutter. Do you have a copy of the invitation to bid available? 

Mr. Vocseu. Yes; I do, sir. 

Mr. Mutter. May I see it, please ? 

Mr. Vogel, let’s clarify this, if you will, please. ‘This invitation to 
bid was not for the sale of jackets ? 

Mr. Voce. No; it was for rental of jackets, sir. 

Mr. Mouurer. In other words, this was a laundry service. Your 
company owns the jackets, but you deliver them to the installation, as 
many as they needed in accordance with their requisition each week. 

Mr. Voce. That is correct, sir. 

Mr. Mouurer. And then, at the same time, pick up other jackets that 
had to be laundered, and you would keep them supplied with freshly 
laundered jackets as they needed them? 

Mr. Voce. That is correct. 

Mr. Mutter. In other words, it was a service contract? 

Mr. Vocen. Right. 

Mr. Motrer. And it called for a particular kind of jacket, which 
you had to go out and buy in order to service the contract ? 

Mr. Vocex. That is right, sir. 

Mr. Mutter. When they canceled the contract the jackets, which 
remained yours, were useless to you unless you can get another cus- 
tomer who needs that same type of jacket ? 

Mr. Vocet. Unless I can find another Air Force that needs the same 
type of jacket, sir. 

Mr. Motrer. Were these white linen jackets ? 

Mr. Vocet. Yes, sir. 

Mr. Mutrer. For use in and around the mess halls ? 
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Mr. Vocrt. No, these were used on the planes by the stewards and 
stewardesses. About 80 percent of them were for the female steward- 
esses, the WAFS. 

Mr. Murer. Your invitation to bid No. AF-28 (609)-338—A, that 
is the contract number, awarded as a result of bids submitted under 
IF B28-60957-3. 

Is there anything else you want to add, Mr. Vogel? 

Mr. Vocer. No; I believe that is all, sir. 

Mr. Srevy-Brown. In your study’ of that contract, which you 
entered into with the Air Force, were there any provisions in that con- 
tract indicating how, when, why, and on what terms that contract 
might be terminated ¢ 

Mr. Vocex. Oh, yes, sir; there were. That is why I say and I have 
stated in my correspondence that my company doesn’t have a legal 
leg to stand on because it was stated in that contract that the Govern- 
men could terminate with 30 days notice. I am not ¢ oo to this 
committee from a legal standpoint, but from a standpoint of equity. 

As I wrote to Congressman Thompson, I feel that it is a very in- 
equitable thing for a businessman’s own government to even invite 
bids on a basis such as this where there is no provision for termina- 
tion, where the small businessman is subject to perhaps almost a total 
loss as in this case. 

Mr. Seety-Brown. Could I ask you this question, sir? Is there any 
difference between the contract or the general type of contract into 
which you have entered with the Air Force and a similar contract with 
which you might enter into agreement with a private buyer of your 
services / 

Mr. Vocer. Very definitely, Mr. Seely-Brown, very definitely, It 
is standard operating procedure in our industry, especially where 
specialized mere handise is involved that can’t be used for other cus- 
tomers, to have a 2-year contract with the customer, that he will use 
that specialized merchandise for a period of 2 years, and if he doesn’t 
use it he will pay for it. 

But I realized—in fact, I realized at the time, to be honest with 
you—that I was taking somewhat of a gamble, but I still can’t see 
from a standpoint of equity why a businessman has to gamble with 
his own government. 

Mr. Meurer. W ho supplied these jackets before ? 

Mr. Voce... The Happiness—I balers the correct name of the firm 
the Happiness Coat & Apron Supply Co., from Jersey City. 

Mr. Mutter. Who is supplying them now ? 

Mr. Vocret. No one is now. They have discontinued them. I was 
the last supplier. 

Mr. Mutter. What was the reason for termination of the contract 
given to you? 

Mr. Voarn. As General Kelly stated in his letter to me, or rather 
to Congressman Thompson, they did not meet the purpose for which 
they were procured. 

Mr. Mcurrer. What does that mean ? 

Mr. Vocrn. To my way of thinking, evidently—well, actually from 
what personnel down at McGuire Air Base have told me, the flight 
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personnel did not like to wear them because they weren’t military 
looking. But I supplied the jacket specified by the procurement office, 
by catalog number, by the manufacturer that they specified, and per- 
formed my part of the contract 100 percent. 

Mr. Mutter. May I see the letter that was sent by General Kelly? 

Mr. Vocet. Yes, sir. 

Mr. Srety-Brown. In view of the situation in which you find your- 
self and which you agree or admit that there is no legal ground 
for you to bring any claim against the Federal Government, do you 
have a suggestion in your own mind as to what might be done in a 
case such as yours or in similar cases ? 

Mr. Voce. Mr, Seely-Brown, the only suggestion, the only reason 
for my being here, I am not looking for settlement of a claim—I 
firmly believe that this type of contract should be eliminated by the 
Air Force or by the Army or by any branch of our armed services. 
I don’t believe that it is fair, not only for the Government but for 
any large corporation, to play one business against another, which is 
exactly what they are doing. They are playing with 8 or 10 or 12 
companies, getting them down to the lowest possible bid, and my bid, 
believe me, was very low, otherwise I wouldn’t have gotten it, and 
then giving them no security whatsoever in exchange for this low 
price, giving them absolutely no security as to the length of time 
that the service will continue, and I believe that this type of contract 
should be eliminated. 

Mr. Sreeity-Brown. Do you believe that in place of this type of 
contract there should be a similar one to the one which you would 
sign with private individuals; namely, a 2-year contract? You are 
not objecting to procurement of this kind of service, but you are object- 
ing to the contract which is drawn up to cover it ? 

Mr. Vocet. That is correct, sir. 

Mr. Seeiy-Brown. In other words, it is your opinion that should 
the Air Force or any other Government procuring agency enter into 
this type of contract, it should draw up a contract similar to that 
employed by private industry for obtaining the same kind of service; 
is that the basis of your argument? 

Mr. Voceu. Yes, sir; very definitely. 

Mr. Mutter. The fact of the matter is in your industry where you 
make a contract of this kind with a private customer other than the 
Government it is usual to put in your contract that although they 
have the right to terminate, if they do terminate before 1 or 2 years, 
whatever the period may be that is agreed upon, that they then must 
purchase the jackets or other items which you have bought especially 
for their contract; isn’t that so? 

Mr. Vocex. As a rule we don’t have that in the contract, but some- 
times that is the practical effect of a termination. 

Mr. Motrer. Usually your contract will run for a period of years 
long enough to give you an opportunity to be reimbursed for your 
capital investment in the jackets. 

Mr. Vocex. We feel that 2 years is long enough to get back our 
capital investment. 

Mr. Motrer. And that is the usual term put in the contract in 
private industry ? 

Mr. Vocet. That is right. 
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Mr. Mutrer. If a man insists he wants the right to terminate be- 
fore that, then you require him—— 

Mr. Vocex. As a rule he will buy the merchandise. 

Mr. Rireuiman. Is it true that you had purchased sufficient ma- 
terial to complete this contract? 

Mr. Voorn. Yes, sir. 

Mr. Rreutman. And you had it in stock? 

Mr. Voceu. Yes, sir. The contract called for a maximum delivery 
of 330 jackets per week. We had to purchase 990 in order to properly 
service the account. Our first delivery—and I have the record here— 
was 330 jackets. We had to have 660 in reserve in order to supply 
their i demand, which, of course, we never reached. 

Mr. Rrenuman. And, of course, without any warning they just 
told you they were not meeting the need for which they were originally 
procured and, therefore, the contract was terminated ? 

Mr. Voce.. Yes, sir. 

Mr. Rreniman. No settlement was made in respect to the quantity 
of cloth or material you had on hand? 

Mr. Voce. No, sir, no settlement; but there again we go back to 
the legal aspect of the problem. No settlement was provided for in 
the contract, and I honestly realized it. I went over the contract 
before I signed it, and I was aware of that fact. 

Mr. Rrentman. That is probably true, but here is the other point 
I tried to make. You are a small operator and apparently you had 
to invest your funds in material that you are not using for everyday 
production, is that correct? 

Mr. Voce. That is correct. 

Mr. Rrewiman. And that you had to lay out these funds for a 
specific contract which you had with the Air Force? 

Mr. Voce. That is correct, sir. 

Mr. Rrentman. No provision was made, of course, in the contract, 
as you say, for termination or reimbursing you should they terminate 
the contract for the materials that you had procured ? 

Mr. Vocer. That is correct, sir. 

Mr. Motrer. You have given to us the letter of General Kelly of 
March 7, 1957, addressed to Congressman Thompson, setting forth 
the reasons for the cancellation. Do you have the original termination 
notice ? 

Mr. Vocen. I don’t think I have, Congressman. 

Mr. Mutter. Can you supply that to us or a copy of it? 

Mr. Voce. Yes, I probably have it in my files. 

Mr. Mutter. I understand that there is a representative of the 
Air Force here. Do you have that file with you? 

Major Burnuam. Yes, sir. 

Mr. Mutter. Do you have the notice of termination of this contract ? 

Major Burnuam. Yes, sir. 

Mr. Mutter. May wesee it, please? 

Mr. RrenimMan. While you are looking at that, may I say to the 
gentleman that I have had considerable experience in the procure- 
ment end with the military. Looking at it from the critical side, may 
I say, of their bad procurements, I can understand easily why there 
probably was an interest in terminating if they had a bad piece 
of equipment or jacket that was not practical to use. They would 
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expect that the Members of Congress might carefully scrutinize that 
procurement and find this substantial number of jackets not being 
used and question the reason for procuring, and pr obably say to them, 
“Tf you found out they were not practical, why didn’t you cancel 
the contract and get out?” That is the other side of the story, That 
is the thing with which we are confronted. 

Mr. Voce. Sir, if I may restate what I said before, these coats 
were specified by a manufacturer's catalog number and by a manu- 
facturer’s name. We supplied exactly what the Air Force wished 
to procure. No businessman can look into the mind of the Air Force 
thinking of why they wanted to procure these, but the articles which 
were requested were supplied as such. 

Mr. Sreery-Brown. This is a question I will undoubtedly ask the 
Air Force later. Do you have any personal knowledge of any effort 
which the Air Force may have made to determine the usability of this 
item prior to its being opened for invitation to bid ¢ 

Mr. Vocex. Mr. Seely-Brown, on the contrary, in General Kelly’s 
letter it states that after these jackets were procured the Air Force 
instituted a survey and found them not practical, which would lead 
me to believe that after the horse was out of the barn they tried to 
close the door; that a survey as far as the practicability of these 
jackets was not made before the bids were put out, but rather after 
the contract was in force. 

Mr, Sree.y-Brown. In other words, to the best of your knowledge. 

Mr. Vocen. Tothe best of my knowledge, yes. 

Mr. Mutter. I have the invitation to bid in front of me, and Mr, 
Vogel has fairly summarized it. The invitation to bid calls for jackets 
by sizes, both male and female, and after eac ‘h designation, male and 
female, in parentheses is this designation : **( Angelica No, 342 ERS 
or equal).” Is Angelica the name of the manufacturer of those 

jackets ? 

Mr. Voce.. Yes, sir. 

Mr. Mutter. Delivery is called for, commencing 14 days from date 
of the award with an initial delivery of 90 male and 340 female 
jackets. Delivery and pickups by contractor as required by the base 
(meaning the Air Force base). T ‘hen it has annexed the detailed addi- 
tional general provisions. In item 33, under “Termination for con- 
venience of the Government,” is the provision that— 

Performance of work (services) under this contract may be terminated in 
whole or in part whenever the contracting officer shall determine the termination 
of this contract is in the best interests of the Government. 

There is no point in reading the rest of it, except that it does re- 
quire a 30-day notice of termination, and apparently that 30-day 
notice of termination was sent out on January 10, 1957, and reads in 
part: 

You are hereby notified that your contract is hereby terminated in its entirety 
for the convenience of the Government in accordance with the clause thereof 


entitled “Termination for the Convenience of the Government.” Such termina- 
tion will be effective February 11, 1957. 


Now, we understand that you were told that the reason for its 
being terminated for the convenience of the Government is because 
they wanted to discontinue using these Jackets. 
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Mr. Voor. Yes, sir. 

Mr. Mutter. They had used these jackets prior to your bidding? 

Mr. Vocren. Yes, they had. 

Mr. Mutrer. Do you know for how long? 

Mr. Vocex. I do not know for how long. I know this much, sir, 
that they were using 90 a week for the male personnel. The reason 
for this new bid for 330 was that they were going to have the female 
personnel, the stewardesses on the planes use them. The Happiness 

oat & Apron Supply Co. from New Jersey City had been supplying 
them prior to our contract with approximately 90 jackets a week for 
the men. Our bid was lower than theirs, and we got the contract 
when they expected to expand the service. 

May I make one more statement, sir? In the termination as you 
have just read, the notice of termination was sent out on the 10th 
of January, I believe. Our last delivery to McGuire Air Force Base 
was December 13, 40 jackets. From December 13 to January 10 they 
used none. Then they notified us of the termination. 

Mr. Mutrer. Well, now, in the letter that General Kelly sent to 
Congressman Thompson, he says, General Kelly says: 

On the basis of the requested survey it was determined that the jackets were 
not serving the purpose for which they had been procured. 

Do you know of any reason why they were not serving the purpose 
for which they were procured ? 

Mr. Voceu. Sir, only on hearsay from personnel down at the air 
base. They felt that they weren’t military. 

Mr. Mourer. There is nothing wrong with the jackets? 

Mr. Vocex. Absolutely not, sir. They were delivered as specified 
by the Air Force. 

Mr. Mutter. So that the only possible reason they didn’t serve 
the purpose for which they had been procured is because somebody 
said they preferred not to wear the jackets and somebody in higher 
authority said you don’t have to wear the jackets. 

Mr. Vocen. I had a conversation with Captain Hudson, the base 
procurement officer at McGuire, and the way he explained it to me 
was that most of the aircraft commanders did not require the jackets 
to be worn, so the personnel wouldn’t wear them. A few of the 
commanders did, and they were worn on those flights. 

Mr. Mutter. What was the total amount of your contract in dollars? 

Mr. Voce. I have it here someplace. It was in the vicinity of 
$7,300. I believe it is on the contract that Mr. Multer has there. There 
was an appropriation of approximately $7,300 to do the job for 1 
year. 

’ Mr. RrmutmMan. How much material did you have left on hand? 

Mr. Vocen. $3,000 worth. I received $740.50 for this service over 
a 5-month period. 

Mr. Muurer. As a lawyer, I am not ready to agree so readily with 
you that you don’t have a legal claim here. I think you have been 
imposed upon here, and I think on the entire situation as thus far 
developed—we haven’t heard the other side, like the judge who doesn’t 
want to be confused by hearing both sides—I would give judgment 
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to you. I think using this provision of termination for the convenience 
and best interests of the Government is a lot of nonsense when they 
decide to change their mind and stop the service because somebody 
doesn’t want to wear the jackets any more. 

To my own knowledge, the men who serve as stewards on Air Force 
planes have been wearing these white jackets since 1951. We will find 
out from the Air Force how much longer it has been going on and how 
long the stewardesses had been wearing them. Of course, because 
they change their mind in the middle of a contract and decide they 
don’t want to wear white j jackets anymore is no reason you have to 
take the loss. 

Mr. Steed and Mr. Riehlman, will you take over so Mr. Seely-Brown 
and I can go to our executive session of the Committee on Banking 
and Currenc y? 

Thank you very much. 

Mr. Mctrer. Mr. Seely-Brown and I must go to an executive session 
of the Banking and Currency Committee and have to be excused at 
thismoment. Mr. Steed will take over. 

Mr. Streep. Do you know how the Air Force got rid of the contract 
that they were using when they asked for these bids ? 

Mr. Vocet. No, sir, I don’t. I don’t know whether the Air Force 
had a contract. I would have no knowledge of whether they had a 
contract with the former supplier. 

Mr. Streep. Is this the first experience you have had doing business 
with any branch of the military ? 

Mr. Voce. No, sir; I have done business with the Army at Fort 
Dix. It is my first experience with the Air Force. 

Mr. Steep. Were your other dealings with them in terms of formal 
contracts ? 

Mr. Vocsn. Yes, sir; I believe so. 

Mr. Streep. Were these same one-sided, so to speak, cancellation 

requirements contained in your other contracts ? 

Mr. Vocen. No, sir. Well, I have been in business since World War 
II, and this is the first bad experience, let me put it that way, I mean 
if you can call it that, that I have had in dealing with a Government 
contract. 

Mr. Sreep. I was just trying to find out how much information you 
had from your own experience as to military policy. 

Mr. Voge. Not too much, Mr. Steed. 

Mr. Streep. I wanted to see whether we could establish whether this 
is a general thing or is perhaps an exception in your case. 

T am advised that Mr. J. Kennard Weddell, of the Air Force, is 
here. First, are there any more questions of Mr. Vogel that you would 
like to ask ? 

Mr. Rrenimay. I would like to withhold any that I have until we 
hear from the Air Force. 

Mr. Streep. Mr. Weddell, the committee will be glad to give you an 
opportunity at this time to make any remarks you | choose to. Would 
you, please, for the record identify yourself ? 
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STATEMENT OF J. KENNARD WEDDELL, SMALL BUSINESS ADVISER, 
DEPARTMENT OF THE AIR FORCE, ACCOMPANIED BY MAJ. R. M. 
BURNHAM 


Mr. Weppett. I am Mr. Kennard Weddell, a small-business adviser 
to the Assistant Secretary for Materiél of the Air Force. I have with 
me Major Burnham, of the Procurement Policy Division, of the 
headquarters staff here. 

I just wanted to make a few comments here, if I may, although we 
were not officially supposed to appear at this time. This, of course, 
I am sure the committee realizes, this whole subject of call contracts 
affects large- and medium-sized concerns as much as they do small, 
but when you run into a situation like this the impact on the small 
business concern is a great deal more serious than it is on a large 
concern. 

We have had considerable number of problems in the past on these 
uncertain types of call contracts, because call contracts, if they are 
properly used, are very beneficial to the Government, but when they 
are not properly used, that is, when the judgment in making a call- 
type contract is not, we will say, exactly good judgment, we run into 
situations of this type. 

I was first called into this particular problem about a week ago by 
a member of your staff who pointed out what had happened and 
showed me the correspondence. I immediately decided that we would 
go into the thing a great deal more in detail than what had been shown 
by the previous letter that General Kelly signed. 

I called on Major Burnham, who had been getting into this par- 
ticular problem of this particular procurement, and he has in the last 
few days been making some very cogent requests of the people up there 
at that Air Force base to find out, first, just what was the reason, what 
was the justification for having a requirement of this kind in the 
first place, and second, what made them change their mind. Not just 
the convenience of the Government, but what was the specific situation 
that changed ? 

Now I grant you you are always in trouble when you try to tell any 
person what kind of clothes they should wear and what color, but at 
the same time it seemed to us, without having the full information, 
that if there was any good and valid reason for placing a contract of 
this type in the first place, which had a maximum but no minimum 
in it, recognizing the fact it was a pure, wide-open gamble on the part 
of the business concern who was successful in getting this award, was 
that gamble justified from any requirements properly determined by 
the Air Force? We have called for full information on that. We 
have also called for full information on why they changed after they 
had rests the contract, which left this company, you might say, hold- 
ing the bag. 

We have not prejudged the situation, Mr. Chairman, but we are 
going into it very thoroughly, and I would like to have you see the 
telegram that went up there asking for specific information of this 
type, and then if we could, after we have gotten our information in, 
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if we could present the whole story, not as ah interim thing, as it is 
today, but when we have the full facts from the people who handled 
this procurement and determined the requirements in the first place, 
at that time we would like to come back again. 

Mr. Sreep. I think that would be acceptable. We would certainly 
want you to notify the committee as to the rest of the story when you 
have reached the point to where you have made your final determina- 
tions, and at that time I believe the committee will be glad to accept 
a copy of the telegram or any other supporting documents you desire 
to include with it. 

Mr. Weppe.u. Fine. 

Mr. Srerp. And also to be more helpful to us more than just bring- 
ing justice in the particular case itself, to make any comment you may 
be able to as to the redress that a businessman anywhere at any time 
caught in similar circumstances might hope to look forward to if he 
was caught in some similar situation. 

Mr. Weppe... Mr. Steed, I would like to. 

We plan to go somewhat further than that. As I mentioned pre- 
viously, this is not the first case of this type that we have been con- 
fronted with. We are taking a completely new look, you might say, 
at the whole setup of call-type contracts. It may very well be that 
the findings we get on this particular instance here will help us get 
a perspective on the whole problem, realizing there is nothing we can 
do, I believe, about this one that is over, but to set up such a system 
so that this type of situation cannot occur again. 

Mr. Sreep. I think your difficulty here in this type of thing, which 
appeals to me, is the fact that it was a service that required a capital 
investment for the man supplying the service. I can see where there 
would be other circumstances of call services in which you would 
contract for something where the man did not have to make a capital 
investment, and so a termination would not invoke the same financial 
hardship on them as in this case, and if some policy can be developed 
in those instances when capital investment was basic in supplying the 
service that care and protection be given the man, and if it had been 
done here it probably would go a long ways towards eliminating this 
sort of thing happening again. 

Mr. Weppetu. I have no question but what this particular situation 
will help us to arrive at a proper equitable policy that recognizes the 
rights of the businessman. 

Mr. Sreep. Did you have any questions? 

Mr. Rreutman. I don’t have any questions, Mr. Steed. 

I would say this, I think that the gentleman is approaching the prob- 
lem from the right angle. I am hopeful that after the information 
is brought in if the evidence is such that this is a hardship to this 
manufacturer, and which this case certainly appears to be as far as 
I am concerned, that something will be written into that type of con- 
tract to protect the small manufacturer against the same situation 
which has prevailed in this case. 

Mr. Sreep. Mr. Weddell, one further bit of information. This 
subcommittee on this particular subject is working against a sort of 
a time schedule. I think we are going to have to have our record 
ready by May 1, and I don’t know whether you can get your case 
ready by then or not, but we are faced with that deadline. 
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Mr. Weppeti. Mr. Chairman, we have called for this information 
to be back here by the 5th of April. Now, after that it will have to 
be evaluated. 

Mr. Sreep. I wanted to call your attention to the fact that we do 
have a deadline, not like some of our hearings where we can keep it 
open for a longer period of time. 

Mr. Weppe.u. We will put the utmost speed back of it. 

Mr. Sreep. In this instance we would like to have whatever you can 
supply us before that date. 

hank you very much, gentlemen. 

Mr. Yates, do you have any questions ? 

Mr. Yates. No. 

Mr. Srerp. Mr. Vogel, did you have any further comment you 
wanted to make? 

Mr. Vocet. No, sir, Mr. Steed. 

Mr. Streep. We appreciate your coming before the committee and 
supplying this information, and we hope that not only will this result 
in some redress to you, but maybe help the situation. 

Mr. Vocen. Perhaps we can make it a little better for the rest of 
the businessmen dealing with the Government. 

Thank you, gentlemen. 

Mr. Sreep. Our next witness will be Mr. Widerman. Will you 
please identitfy yourself for the record and then proceed in your own 
way to present your matter to the committee ? 


STATEMENT OF MELVIN H. WIDERMAN, PRESIDENT, 
ROSENTHAL’S, INC., BALTIMORE, MD. 


Mr. Wiperman. My name is Melvin H. Widerman, and I am 
president of Rosenthal’s, Inc., in Baltimore. 

Mr. Streep. Now Mr. Widerman, will you proceed in your own 
words to present your problem, and then we may have some questions 
after you finish ? 

Mr. Wiverman. All right. My reason for being here is to explain 
to the committee the problem that I have had with the Small Business 
Administration relative to a loan that we had applied for last fall, 
due to the fact that this type of busineess, which is really the oldest in- 
stallment store in the city of Baltimore, and also due to fact that a 
year ago this past January the old members of the firm finally decided 
to sell the business, and my attorney and a few of his associates and 
myself finally made arrangements to buy out their interest and actually 
take it over. 

I have been associated with the business for 31 years and during that 
time I have had most of the problems, especially financial and on the 
personnel end of it, and I knew what the problems were to operate on 
a profitable basis. 

Last fall I contacted the local office of the Small Business Adminis- 
tration to find out what would be necessary to make application to 
the Small Business Administration for a loan. I got very good co- 
operation from them. I was told what had to be done and after con- 
siderable discussion and getting the reports in order we finally made 
application to the Small Business Administration in Baltimore. Our 
application had to be made out in triplicate, and it was filed on the 17 
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of September in the amount of $100,000, and the length of term was 
to be 5 years. 

On October 15 I received a reply from the Richmond office stating 
that they had declined the application for loan and gave 4 reasons, 
and it was the 4 reasons that I didn’t like, and I continued to try to 
break them down. 

One reason was lack of reasonable assurance of ability to repay loan 
and other obligations from earnings. 

Two, the loan requested would, in effect, partially restore working 

capital withdrawn to purchase a going business; 

Three, disproportion of debts to tangible net worth; and 

Four, funds appear to be otherwise available on reasonable terms. 

I contacted the local office about the reasons for being turned down, 
and the answer I got to No. 1 was that the reason for turning us down 
was based on our experience for the past 2 years. Well, we had very 
good reasons for why there were losses during the past few years, 
and that was a family problem and the other reasons I answered, and 
the one that really floored me most of all was that funds appeared to 
be otherwise available under reasonable terms. So I asked the reason 
and they said, “Well, it appears that your accounts could be factored 
in New York from at least 13 to 14 percent.” 

Well, that was the one that really got me, and the local office said, 
“Well, you have a right to appeal it, and if you care to you can take it 
up with Washington.” So they made arrangements for me to meet 
here in Washington, and I met with Mr. Engles and another one of 
his associates. 

At that meeting I brought up these reasons and again I was told 
that funds w _ e available possibly in New York who could factor 
the accounts. I said, “Gentlemen, do you mean to tell me the Govern- 
ment is now telling the small-business man to go to factoring their 
accounts and paying 14 percent for their money? That would be 
only the beginning. What about your legal fees and auditor’s fees 
that would be tied in with it?” I said, “Before I spend that kind of 
money, I would rather quit.” 

So at the same time there were such questions as, “You certainly 
took a lot upon yourself.” I said, “Well, gentlemen, after all I knew 
what could happen to the business if it Was run properly, and there 
was not so much nonproductive expenses in the business,” and I said, 
“After having been with it the number of years I have, I know that it 
can be a profitable operation,” Then on top of it they also said, “You 
made quite a nice deal after all.” I said, “Another thing back in 
January we didn’t know there was going to be a 6-weeks transit strike 
or a series of other strikes that affect us locally, but we will work out 
of it all right, I am quite sure.” 

So I was asked to leave the room for a short time, and when I re- 
turned I was told by Mr. Engles that they would commit themselves 
to a loan of $50, 000 providing I could get a line of credit from my 
bank for $35,000. I said. “Well, gentlemen, I will do everything I 
can; I appreciate the fact that you will advance even $50,000. A 
lot depends upon what terms they may be under, but I can tell you 

I don’t see how our bank will go along.” They wanted the bank to 
ti oe 10 percent of the $50,000. T said, «T doubt very much if they will 
do that, but at least I will try again. 
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So I went back to our bank and I informed them that the SBA 
would advance us $50,000 providing the bank would advance us 
$34,000 and participate to the extent of 10 percent. They came back 
and said they definitely would not participate in any percent. 

It was the same thing that had occurred when I made the original 
application because none of the banks—in fact, I had two banks in 
Kaltimore that said they would not participate in any SBA loan. 

At this time they turned me down for even a 10-percent partici- 
pation. 

Mr. Rreximan. Could I ask a question at that point? Was it be- 

cause they didn’t want to participate because the Government was in? 

Mr. WiperMan. They just won’t participate with an SBA loan. 
They will not make long-term loans, and it happened that this $35,000 
loan that they said they would make would only be on a short-term 
basis, which would be a seasonal loan like for Easter business and 
Christmas business, and I may tell you even since then the bank, be- 
cause this didn’t materialize last fall, the bank in January informed 
me that they would not care to go along even on a $35,000 loan on a 
short-term basis. That was in about the middle of January. I have 
the correspondence here. 

So the very afternoon that I got the word from our bank that they 
would not participate, one of the local representatives of the SBA 
stopped in my office. He also had heard the news, and he said, “Mr. 
Widerman, I see no reason why we can’t handle your account on a 
direct basis. You have had that much experience with your bank. I 
think that you would come up under all of the requirements, but before 
it is done I would like to contact Richmond on it.” 

So he went back to his office, contacted Richmond, and they said they 
would be very glad to listen to us. So I contacted Mr. Allen by phone 
in Richmond and made arrangements to meet him the next morning 
in Richmond at 10 o’clock. 

I flew down there and met with Mr. Allen and the fiscal officer, and 
after discussing our situation with them for about an hour and a half, 
they said they saw no reason why they could not handle ~ account on 
a direct basis, and the only thing that I objected to is, I said, “We 
could not come up under this particular type of formula you want us 
to make deposits under because you want us to show every account 
number ad name and amount even if it is a 50-cent payment,” and I 
said, “It is simple enough to change this form that if we assign spe- 
cific accounts to you by controls, it would be simple to determine the 
amount of collections on those accounts assigned to you In a matter of 
5 minutes and deposit those funds to your account daily.” 

Well, he was very glad to have me there and show them how these 
things ¢ ould be done, and the only thing they were concerned about was 
the legality of the assignment, if it would be legal in Baltimore to 
assign specific accounts to the SBA, and would I get our attorney’s 
advice in the matter. 

Well, I did that and after that conference and after sending a new 
form to them on how the deposit could be made, I received a letter on 
November 16 from Mr. Moore, regional director: 


We are pleased to advise that this Administration has approved a loan in 
the amount of $50,000 to you upon certain terms and conditions. 
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The authorization setting forth the terms and conditions will be forwarded to 
you within a few days and we suggest that no action be taken pending receipt of 
the signed authorization. 


) Under date of November 20, 4 days later, I received the authoriza- 
tion form. If I may, I would like to read the letter first : 


You will now please find herewith a signed copy of the authorization referred 
to in our letter of November 16, 1956. We also enclose a set of instructions, to- 
gether with the closing papers prepared insofar as we are able to do so in this 
office. W ewould suggest that you refer this letter, together with the authoriza- 
tion and enclosures to your attorney, in order that he may be familiar with the 
required legal opinion at an early date. 

We are also enclosing necessary forms which will be required in connection 
with the asignment of accounts receivable. The forms should be followed as 
closely as possible, and we suggest that when your attorney has arrived at a 
plan, which will meet your requirements and which will afford us a valid first lien 
on the accounts or the moneys realized therefrom, that he forward copies of the 
same to us, together with his opinion. 

With respect to paragraph 8 of the authorization, we will expect to receive a 
copy of the letter from the bank or other evidence that you have available to 
you this line of credit. 

If there are any legal questions in connection with the closing of the loan, 
inquiry should be addressed to our regional counsel, and if there are any matters 
with respect to credit or the financial aspects, these questions should be ad- 
dressed to the Chief, Financial Assistance Division. Both officials mentioned are 
located in our Richmond office. 


The authorization form calls for 11 terms and conditions and all of 
the supporting papers are attached. 


, By approving the $50,000 loan, the first item was the amount of 
50.000. 

The second was a note payable 5 years from date of note, with in- 
terest at the rate of 6 percent per annum, and installments, including 
principal and interest, each in the amount of $967, payable monthly, 
beginning 3 months from date of note, and the balance of principal 
and interest payable 5 years from the date of note; with the further 
provision that each said installment shall be applied first to interest 
accrued to the date of receipt of said installment, and the balance, if 
any, to principal. 

8. Collateral 


(a) Assignment of accounts receivable of borrower, having a face value at 
all times of not less than 200 percent of the unpaid balance of the loan. 

(b) Guaranty on SBA form 148 of Melvin H. Widerman and wife, and Charles 
H. Cover and wife. 

(c) Assignment of life insurance on the life of Melvin H. Widerman in the 
amount of $50,000, which may be term insurance. 

4. Use of proceeds of loan solely for operating expenses of borrower. 

5. Total annual compensation of the following officers of borrower to be limited 
to the amount set opposite each name: 


ee gS nme 3). 
Charles H. Levin, assistant treasurer 
Eearey Bo Tee ies, eRe WOCHOUNTY «oo el 6. 500 


6. Compensation agreement, SBA form 158. 

7. Standby agreement on SBA form 139 of M. H. Widerman and H. 8. Levitz 
eovering the total principal amount of borrower’s indebtedness to each of them 
(stated to be in the total amount of $2,108) and all accrued and future interest 
thereon. 

8. Satisfactory evidence borrower has received a line of credit of not less than 
$35,000, from its bank, Maryland Trust Co., of Baltimore, Md. 

9. Prior to each disbursement on account of the loan, regional director shall 
be in receipt of evidence satisfactory to him in his sole discretion, that there 
has been no adverse change since the date of the application, or since any of 
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the preceding disbursements, in the financial or any other condition of bor- 
rower, which would warrant withholding or not making any such disbursement 
or any further disbursement. 

10. Such other conditions as regional director or regional counsel may impose 
pursuant to outstanding general requirements and instructions of this 
Administration. 

11. Disbursement of the loan shall be made in the discretion of regional di- 
rector in accordance with the provisions of this authorization and the applicable 
general requirements and instructions of this Administration, provided that 
no disbursement shall be made later than 4 months from the date hereof. 


That was signed by Clarence P. Moore, regional director. 

Looking over all of the terms and conditions, you can see just how 
rough they are. I wrote Mr. Allen on the 18th of December. No, 
he wrote me on the 11th and said: 


Kindly advise us the status of the subject loan and the date you anticipate 
you will be in a position to request disbursement. We would also appreciate your 
advising us as to the name of the attorney who will act for you in connection 
with this matter. 


On the 18th of December I replied to him as follows: 


In regard to your letter of December 11, we wish to advise that we will antici- 
pate disbursement as soon as the few items are cleared up, which I discussed 
with you on the telephone. 

1 have discussed the items with Mr. Harry Barron of the local office, and he 
has suggested that due to the fact that Mr. Doll will be out of town until the 
first of the year, I should write Mr. George Holden and try to resolve those items 
with him in order to hurry the application. 

Since Mr. Cover is the company’s attorney, we feel that he should represent us. 


I called Mr. Holden, and Mr. Holden advised that I should send 
him in writing the terms that we did not like, and the three that we 
were opposed to were personal guarantees, the standby agreement and 
the compensation agreement. 

On December 21 I wrote Mr. Holden and told him that my attorney 
felt that his wife or my wife should not be part of personal guaran- 
tees. 

As far as the standby agreement, which was money that was due 
myself and our credit manager, I replied and said: 


The amounts referred to, under this standby agreement represents $620.46 due 
Melvin H. Widerman as unaccepted salary. This is a net amount due for salary 
after social security and withholding taxes have been deducted. A weekly 
amount is drawn through our payroll system and the remainder of the monthly 
amount due at the rate of $15,000 per annum is credited to his account by our 
auditor. Drawings on this amount are made at various times each month. 

The amount of $1,488.33 is the net amount due Harry Levitz. This amount 
was arrived at after deducting withholding tax and social security for commis- 
sion on bad debt collections from periods February 1, 1955, to January 31, 1956. 
This commission agreement was made by the former owners and has been dis- 
continued as of February 1, 1956. We request that this standby agreement be 
eliminated from the terms and conditions of the authorization. 


Then under the compensation agreement : 


Under this agreement we wish to advise that we inadvertently left out the 
additional compensation paid to Mr. Charles H. Levin and Mr. Harry Levitz 
each year for the past 5 years. We feel that it would be unwise, from a person- 
nel standpoint, to disturb the amounts that they have been accustomed to re- 
ceiving at this time of the year. This represents compensation for the long extra 
hours they work at night when the store is open. The amounts referred to are 
$750 to Mr. Charles H. Levin and $450 to Mr. Harry S. Levitz. Mr. Levin is 
manager of the furniture department and Mr. Levitz is manager of credit and 
collections and the titles given these men was only given for the convenience of 
the corporation. 
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So I wrote that letter to Mr. Holden on the 21st of December, and 
on the 9th of January I received a reply from Mr. Moore stating that 
the request to eliminate the guaranties of the wives of Messrs. Wider- 
man and Cover is declined. 


2. No additional compensation is to be paid to Mr. Levin and Mr. Levitz in the 
form of a bonus or otherwise, with the salary limitation to remain as stated in 
paragraph 5. 

8. Paragraph 7 is hereby eliminated and paragraphs 8, 9, 10 and 11 are hereby 
designated as paragraphs 7, 8, 9, and 10, respectively, in the loan authorization. 


So of the three things we were opposed to, they gave in on one. 
Well, I didn’t give up. I kept on after them on No. 1 and No. 2. 
On January 16 Mr. Holden wrote me: 


On January 9 we wrote to you advising the action which the Administration 
had taken in regards to the request of your letter dated December 21, 1956. 

We ask that you please advise whether or not the authorization is accept- 
able as it now stands in order that we may prepare the closing papers to be for- 
warded to you. 


I called Mr. Holden. He was busy. I talked to Mr. Hooker, his 
assistant. 

On the 18th of January I wrote Mr. Holden: 

I spoke to your assistant, Mr. Hooker, today relative to your letter of January 
16, 1957. 

After our discussion, Mr. Hooker suggested that I contact Mr. Doll of the Bal- 
timore office for additional information, etc. I, in turn, called Mr. Doll and in- 
formed him that I would like to bring him up to date on our financial status. I 
have an appointment with him for 10 a. m. on January 24. 

I will contact you immediately after this interview. 


In the meantime our bank had informed us that since we did not 
get the loan from the SBA last fall and since we still owed $5,000 on 
the old agreement they were canceling the $35,000 which they had ap- 
proved last fall. 

I may say that the president of the bank, who I know very well, and 
others were very happy to see that after 11 years we finally paid the 
bank up on the 29th of January. 

On the 31st of January I received a letter from Mr. Allan of the 
Richmond office, as follows: 

It is noted that your letter of January 18 advised you were to have a confer- 
ence with Mr. Doll on January 24 regarding the acceptability of the terms of the 
authorization, or possible modifications. It was also indicated that this office 
would be advised regarding the conclusions reached. 

To date no further information has been received and we request that you ad- 
vise us in order that our files may be brought up to date. 


On February 1 I wrote Mr. Allen: 


In reply to your letter of January 31, I wish to advise that I had a conference 
with Mr. Doll on January 24 and it was suggested that I give the Administra- 
tion, the company’s most current financial figures. Since our fiscal year ended 
on January 31, I have sent to Mr. Doll today, three sets of correspondence ask- 
ing for modification of the two items referred to in the Richmond Office letter to 
me dated January 9. In addition, current information on our financial status, 
the progress made during the past 3 months and copies of our most recent audi- 
tor’s report is included. No doubt, Mr. Doll will forward copies to the Richmond 
office within the next few days. 


Of course, on February 1 I gave the Baltimore office information 
showing the kind of progress we made during the past year even 
against conditions beyond our control, and I thought that would be 
very helpful. 
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On the 15th of February I received a letter from Mr. Holden of 
the Richmond office : 


We are pleased to advise that the loan authorization approved on November 
15, 1956, as amended, for a loan in the amount of $50,000 has been further 
amended by adding the following at the end of paragraph 5 thereof: 

“Provided $750 extra compensation for 1956 may be paid Charles H. Levin 
and $450 extra compensation for 1956 may be paid Harry S. Levitz.” 

Your request for elimination of the required guaranties of the wives of Charles 
H. Cover and yourself has been declined. 


So of the three things we were opposed to, with considerable cor- 
respondence and phone calls and discussions, they gave in on two 
arid we get back to that last one of personal guaranties of our wives. 

On the 26th of February I wrote Mr. Holden: 


We have carefully considered the advisability of accepting the Administra- 
tion’s terms and conditions under personal guarantee of our wives, and have 
decided that we should not get our wives involved in this agreement. 

It is not easy to make this decision as the funds are still needed. Since the 
banks of today are not assisting the little man in our type of business, with our 
type of collateral, for the length of time needed, we only had the Small Business 
Administration to go to. 

We want to take this opportunity to thank the staff and the Baltimore, Wash- 
ington, and Richmond offices that assisted us with our application. 

We hope that within the very near future, your requirements would be changed, 
and that our application could then come up again for your reconsideration. 


I thought about it a lot that evening and the very next day I wrote 
this letter to the Baltimore office: 


We are enclosing copy of our letter to Mr. G. D. Holden, acting regional 
director of the Small Business Administration to Richmond, Va. Our letter 
is in reply to his of February 15. 

We still are of the opinion that, with all of the collateral that has been 
offered to the Administration and the experience we have had with our receiva- 
bles, the Administration is well covered for the amount requested. 

We cannot understand why the Administration would make it so difficult 
for the small-business man to get assistance from the Government when the 
Small Business Administration was set up to help the little man. 

Our most recent statement shows the improvement that has been made during 
the last 12 months without bank assistance. The banks today do not want retail 
receivables as collateral, and they are not willing to assist with short term 
loans, and therefore a long term loan is just out of the question. 

So that we may have an opportunity to serve our customers in the way that 
they are accustomed to, we need the assistance of the Small Business 
Administration. 

Therefore, we respectfully request that your office again review our applica- 
tion. Your immediate consideration in this matter will be most helpful, and 
we await your reply. 


On the 27th of February, the very same day that I wrote that letter, 
I received this letter from the Richmond office signed by Mr. G. D. 
Holden, the acting regional director : 


Reference is made to our letter of February 15, 1957. 

Apparently the terms and conditions of the authorization, as amended, are 
not satisfactory with you. Therefore, unless we hear from you to the contrary on 
or before March 15, 1957, we will on that date cancel the authorization. 


On March 1I received this letter from Mr. Moore: 


We are in receipt of your letter of February 26 advising of your unwillingness 
to have executed the guarantees required by the authorization. 

Accordingly, we are today canceling the authorization and marking our files 
closed. 

We are sorry we could not be of assistance at this time, but if at a later date 
you may desire to call upon our services feel free to do so. 
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On March 15th I wrote this letter to Mr. Moore: 


We wish to call your attention to our letter of February 27 addressed to the 
local office of the Small Business Administration asking for further consideration 
to our application. No doubt you had not received a copy of our letter of the 
27th when you wrote us on March 1 notifying us that you were canceling the 
authorization and marking your files “closed.” 

Our letter of the 27th does ask for a reconsideration. The Small Business 
Administration can be of considerable assistance to us, because our bank does 
not consider retail receivables the type of collateral they want, and will not 
make us a loan, even on a short term basis. Please refer to your terms under 
item 8 of the authorization. 

We further would like you to study our current financial statement, which 
shows the manner in which we reduced our liabilities during the past year and 
our ability to repay the loan applied for, over a 5-year period. If you will 
refer to your letter of October 15, 1956, and then to our statement of January 
31, 1957, we are quite sure there is definite proof of our ability to produce a 
reasonable profit providing we have the necessary working capital. 

The Small Business Administration, we are sure, was set up to assist the 
small-business man. We have tried all other means, and have only the Small 
Business Administration to ask assistance from, We are again asking for your 
services, of which we know you will give freely. 


I received on the 19th of March the last letter I have here from 
Mr. Moore: 


We do not find any record of receiving a letter dated February 27 requesting 
a further consideration of your loan application. However, we do find your letter 
dated February 26 stating that you were unwilling to have the wives guarantee 
the loan as required under the terms of the authorization. Consequently, the 
loan was canceled in accordance with our letter of March 1. 

Your letter of March 15 does not indicate that you and Mr. Cover are willing 
to comply with the terms of the authorization by having your wives guarantee 
the loan. On several occasions your request that this requirement be amended 
has been considered by the Administrator, who is unwilling to amend the 
authorization in this respect. 

Your letter of March 15 with the enclosures does not indicate any change in 
your position and, until you are willing to comply with the authorization, we 
will be unable to revive the authorization. 

We are very sorry that we cannot comply with your request. 


I called the local office and asked them what happened to my 
letter of the 27th. I sent it in triplicate. They in turn were to send 
them to the Washington office. I was told by the manager of the 
local office that Mr. Doll’s assistant had called Mr. Holden in Rich- 
mond when he received my letter of the 27th and said that they had 
not accepted since we had not accepted their terms, and there was no 
use to consider it any further. 

Mr. Barron said he would follow up my phone call and write them 
again relative to our application. In other words, they did get the 
letter of February 27 but, somehow or other, Mr. Moore didn’t see 
it or know too much about it. 

So the last I have on it is that Mr. Barron, the local manager, 
on March 25 was to write the Richmond office telling them that we 
still feel that the Administration should give us some assistance. 

Mr. Maness. Mr, Widerman, who are the two individuals from 
whom they wanted guaranties? 

Mr. WiperMan. My attorney’s wife and my wife. 

Mr. Maness. What interest does the attorney have in the business? 

Mr. Wiperman. The only interest that my attorney has in the busi- 
ness, he and three of his associates and myself are the common-stock 
holders. He has nothing to do with operating the business, and he 
is just the store’s attorney and an owner of some common stock. 
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Mr. Srerp. What percentage of common stock does he own ! 

Mr. WiwerMan. I will say he is agent and attorney for all but 
250 shares out of 826, 

Mr. Maness. Has his wife any interest in the business? 

Mr. Wwerman. No. In the original application we told the Ad- 
ministration that the two of us would be willing to sign personal 

uaranties up to the extent of our interest in the business. We in- 
Semel the Administration that the securities are in our names and 
not in joint names. 

Mr. Maness. Was that indicated tothe SBA? 

Mr. WiperMANn. That was indicated to the SBA in the letter I 
sent them when we asked for reconsideration, that the securities were 
not in joint names, but in individual names, and if they refer to our 
original application they would see that we were going to sign personal 
guaranties up to our interest in the business. 

Mr. Manrss. Then, when the authorization was issued, they re- 
quested the personal guaranties of the wives? 

Mr. WiperMaNn. That is right. 

Mr. Maness. And you objected ? 

Mr. WiverMan. That is right. 

Mr. Maness. What did they tell you when you objected to the 
guaranties of the wives? 

Mr. WiperMAN. They didn’t give us any reason why they objected 
to not just accepting our guaranties. They just said they wanted 
the guaranties of our wives, and they never explained why. 

Mr. Maness. Did you indicate to the SBA officials that the wife 
of your attorney had no interest in the business ? 

Mr. WiperMan. That is right: yes. 

Mr. Maness. Yet they insisted on the wife’s guaranty ? 

Mr, Wiperman. That is right. I have that in correspondence here. 

Mr. Maness. In connection with collateral, did they originally tell 
you they would not take accounts receivable and/or inventories as 
collateral ? 

Mr. Wiperman. They did not say that. Only at the beginning 
they wanted the bank to participate in the loan to the extent of 25 
percent. That was when we made application for $100,000. Well, I 
told the local office that is just out of the question. I tried to get 
two banks to participate in the application, but they said they would 
not do it; they are not interested in long-term loans, 

Mr. Maness. And then you applied for the direct loan for $35,000? 

Mr. Wiperman. No; I tried for the direct loan from SBA for 
$50,000 after meeting with Mr. Engles in Washington. 

Mr. Maness. At that time, did SBA accept the accounts receivable 
or the inventories as collateral ? 

Mr. Wiperman. The accounts receivable. The inventory was not 
mentioned. They wanted the other things, the life insurance and 
other terms and conditions. 

Mr. Manzss. Did they receive accounts receivable or inventory ? 

Mr. WiperMan. Accounts receivable. not inventory. 

Mr. Maness. They accepted accounts receivable as collateral? Mr. 
Widerman, when you indicated the improved condition of your busi- 
ness subsequent to the filing of the application, was any comment made 
at that time? 
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Mr. Wiperman. The only time that we told them the improvement 
that was made in the business was in January of this year, because 
the first 9 months were pretty rough for us, due to conditions in Bal- 
timore in our type of business, but the last quarter we did a very 
good job, and I can tell you that, for the 2 years, for the years 
1954 and 1955, the business lost $32,000 in 1954 and $40,000 in 1955, 
and last year, with all of this, even with the drop in volume, we showed 
a profit of slightly over $22,000. So, I was able to turn a loss of $40,000 
in one year into a profit of $22,000 the next year. 

Mr. Maness. With whom in the Baltimore office, Mr. Widerman, 
did you discuss the problem of guaranties and the personal guaranties 
of the wives? 

Mr. Wiperman. Mr. Harry Barron and Mr. Doll. 

Mr. Maness. What is the position of Mr. Harry Barron in the 
agency ? 

Mr. Winwerman. Mr. Barron is the local manager of the Small 
Business Administration, and I believe he has been with the Adminis- 
tration there ever since it was formed. 

Mr. Manezss. Is he still with the office as far as you know? 

Mr. Wiperman. Mr. Barron has informed me that he is resigning his 
position with the Small Business Administration. 

Mr. Maness. Has he indicated to you why? 

Mr. Wiwerman. Yes. 

Mr. Maness. Would you state it for the record ? 

Mr. WiwerMAN. His reason, he has stated, is that he is not satisfied 
with the way things are run in the Richmond office. 

Mr. Manrss. Did he indicate to you that the Baltimore office recom- 
mended your loan ? 

Mr. WiperMANn. No; he didn’t say if it was recommended or not, 
but he did say that there was nothing that they had sent to the Rich- 
mond office that would stop them from making the loan. He didn’t 
give me any information as to what they said about the loan. 

Mr. Maness. Did you discuss the personal guaranties of the wives 
with Mr. Barron? 

Mr. Wiwerman. Not too much; no. 

Mr. Manegss. Did you discuss them ? 

Mr. WmermMan. Yes; I discussed it. 

Mr. Maness. What was his feeling on that question? 

Mr. Wiperman. Well, Mr. Barron seemed like he had—most of 
that was taken up by Mr. Doll, and I never discussed it with Mr. Doll 
too much. It appeared as if everything had to be cleared through 
Richmond no matter what the Baltimore office said. 

Mr. Maness. That was a $50,000 direct loan? 

Mr. Wwerman. That is right. 

Mr. Maness. What is the present posture of the loan at the present 
time ? 

Mr. WiperMan. Well, they have declined it. 

Mr. Maness. I have no further questions. 

_Mr. Sreep. I believe you made reference once or twice to some ad- 
vice you got about a financing arrangement that would have cost 14 
percent. 

Mr. Wierman. Yes. 

Mr. Steep. Who gave you that advice? 
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Mr. Wiperman. The assistant that was sitting in the meeting with 
Mr. Engles in Washington, whoever that man was, I just don’t recall 
who he was, but he was the one who also told me that I took a lot on 
myself in one word and then in the other word said, “You made a 
pretty good deal after all.” And when I didn’t like him saying that, 
“You can get funds in New York at 13 to 14 percent.” I said, “I have 
been working for the little man for the last 17 years to keep away from 
paying higher rates, and here the Government wants me to go to con- 
cerns to pay 13 to 14 percent. That is only the beginning.” Then 
they shut up right away. c 

Mr. Srerp. Are you telling us that they seriously advised you that 
that was a satisfactory rate ? 

Mr. Wiwerman. Yes, sir. I have it here when he said that funds are 
available at reasonable rates, I asked, “Where can I get them at rea- 
sonable rates?” “Well, you can factor your accounts in New York 
at 13 to 14 percent,” and I said, “Well, 1 might as well quit then.” 

Mr. RresitmMan. Would you restate that again ¢ 

Mr. Wiperman. I said when I received the letter from Mr. Moore 
giving the four reasons why they were declining our application, the 
fourth reason was that funds appear to be available at reasonable 
rates, and when I said, “Where can you get funds at reasonable rates? 
If I could I wouldn’t come to the SBA.” They said, “No reason why 
you can’t factor your accounts in New York for 13 to 14 percent.” I 
said, “Gentlemen, that is about the last for me to hear that the Gov- 
ernment wants the little fellow now to factor their accounts at 13 
to 14 percent.” 

Mr. RreuiMan. You can’t identify for the record the person that 
made that statement ? 

Mr. Wmwerman. I may have records. I may have records in my 
books in my office who the other person was. I know it was Mr. Engles. 
I just don’t know who the gentleman is, but I think I have his name 
somewhere. 

Mr. Riruitman. Was there any comment made by Mr. Engles at the 
time that statement was made? 

Mr. Wiperman. No. 

Mr. RreuiMan. He didn’t refute it or discuss it in any way ? 

Mr. WiperMan. It was dropped right away when I argued. It was 
dropped right away, and we went on to something else. 

Mr. Rieniman. Let me ask you this, Mr. Widerman: You have 
referred on several occasions to the fact that you and this attorney 
were willing to guarantee the loan up to the interest that you have in 
the business. 

Mr. Wiwerman. That is right. 

Mr. Rreniman. Have you stated for the committee’s information 
what interest you two people have in the business? 

Mr. Wiperman. Well, my interest financially is $25,000. In other 
words, our stock when we recapitalized last year, we only had common 
stock now instead of preferred and debentures and common like we 
had in the old setup. So at the present time we have $82,600 in common 
stock. Of that common stock I have $25,000 or 250 shares and he 
represents the remaining $57,600, I think it is, and of that he has 144. 
It is divided up into four 144 shares of his particular four people. 

Mr. Rrexi~man. That he represents? 
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Mr. Wwerman. Yes. 

Mr. Rieutman, He has a portion and then he represents the people 
that hold the remainder of the common stock ? 

Mr. Wiwerman. That is right. 

Mr. Rieuitman. Would it be proper to ask what the book value 
really is of that stock today ? 

Mr. Wiperman. I can tell you that. I asked the auditor the other 
week, I believe. The book value was around $336 a share. 

Mr. Riresiman. $336 per share, and there are how many shares? 

Mr. Wiwerman. There are 826 shares. 

Mr. Rreniman. That would give a book value of the corporation 
of something over $270,000. 

Mr. Wiverman. That is right. I may tell you that our net worth 
at the end of January 31, 1957, was $264,000. 

Mr. Rreuiman. Now, what constitutes that? What do you have? 

Mr. Wiperman. The bulk of our inventory at cost was $67,000; our 
accounts receivable $412,000; and other fixed assets such as furniture 
and fixtures which we give a depreciated value of $17,000; and prepaid 
expenses of $10,000. ‘That is the bulk of the assets. 

I may say that last year our net worth increased well over $100,000 
due to reorganization and getting rid of a lot of old liabilities and 
things like that. 

Mr. Rreuitman. Getting rid of old liabilities? 

Mr. Wiverman. Yes, getting rid of old liabilities. When we re- 
capitalized, we eliminated a lot of old liabilities. 

Mr. Rieuiman. At that time did you put in the $25,000 when you 
recapitalized the corporation ? 

Mr. Wipderman. That is right. 

Mr. Rreximan. Did anyone else put any money in ? 

Mr. Wiwerman. The other, the $82,600 was actually used to—in fact, 
the $25,000 I put in was actually used as the down payment to the 
former owners. The balance of the $82,600 was used to pay bills, and 
the former owners were paid over a period of time. In fact, one of 
the arrangements we made with them instead of giving them the 
money all at one time, we would have to pay part of it in 10 months at 
the rate of $5,000 a month, which was done last year, and the original 
amount we owed them was $157,500. Instead of giving them all of 
the money at one time we gave them a downpayment and told them 
they had to wait for it because they were taking such a long time. We 
wanted to get on our feet, and so they agreed to do that. So last year 
the $25,000 actually that I put in was used to help to pay some notes 
that they had originally put in the business and $50,000 more we paid 
over in 10 months. So last year we paid the former owners $75,000 
and paid the bank loan of $77,000. 

Mr. Rreniman. You paid the previous stockholders $50,000? 

Mr. Winerman. $50,000, plus my $25,000. You see about 7 or § 
years ago they put $75,000 in the business, the first they ever put 
in the business, and they wanted that out first in this settlement we 
made with them. So we told them they would just have to wait 
for the money because the money we were going to put in the business 
we wanted to get our credit in a little better standing and that is 
what they agreed to do. 





SMALL BUSINESS ADMINISTRATION 235 


Mr. Rizutman. Now, where did these funds come from, from the 
earnings of the business or from collection of accounts receivable that 
you were able to pay off? 

Mr. Wwerman. It happens that in our type of business we have 
always charged off very heavy because the people we do sell you 
never know things are going to work out, and in addition to the 
$400,000 we had in active accounts, we had over $150,000 in accounts 
that had been previously charged off for profit and loss, and this past 
year, since the employ ees knew there was a little bit of life left around, 
that they weren’t going to lose their jobs, they all felt a little better, 
and I can tell you we collected over $50,000 on our profit and loss 
accounts last year. 

Mr. Rrexitman. Well, now, in this $112,000 of accounts receivable 
at the present time, what percentage is collectible? 

Mr. WiperMAn. No; it is $412,000. 

Mr. Rrentman. You still have $412,000? 

Mr. WiverMaN. Yes, in addition to our $412,000, at the end of Jan- 
uary we had $144,000 more in what we call profit and loss accounts, 
which are collectible, very, very slowly, but I expect to collect possibly 
$30,000 this year on those accounts that have been charged to profit 
and loss that doesn’t show in our accounts receivable. 

Mr. Rreniman. Well, now, out of the $412,000 

Mr. Wiperman. Of those $412,000 they are good active accounts. 

Mr. Rren_eman. And you are collecting something every month ? 

Mr. Wiperman. Every week and every 2 weeks and every month, 
and I can tell you that our collections average $50,000 a month on all 
of our accounts. 

Mr. Rreniman. $50,000. Now, let me ask you this other question 
then. In your application for a loan from SBA, what portion of 
the $412,000 did they want you to sign over to them ? 

Mr. Wiperman. $100,000. 

Mr. Rrewuman. $100,000? 

Mr. Wiperman. Yes. 

Mr. Rrenuman. Of selected accounts? 

Mr. Wwerman. Of specific controls, as I put it, because we have 
our accounts set up in active store pay accounts and collector pay 
accounts, and we can easily determine if in fact our active accounts 
are just as good as our collector accounts, so to make it convenient, 
that we could deposit all funds that are received on certain controls it 
would be easy to determine how much has been collected each day, and 
we could make deposits on those accounts each day. They were willing 
to accept them. I showed them the type of form that could be used 
because when we worked this arrangement with our bank some years 

back, I had a lot to do with working up the forms so there would 
be an efficient operation for them and for us and it wouldn’t be too 
costly, and they said there is no reason why we can’t handle it that 
way. 

Mr. RrenuMan. Well, now over what period of time were those 
accounts payable that you would assign to the $100,000? Would it be 
5 years? 
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Mr. WiwerMAN. Oh, No; those accounts you see, we sell clothing and 
furniture and appliances. Our terms are anywhere from 10 months 
to 2 years. 

Mr. Rrexwiman. So in the assignment of the $100,000 it is your feel- 
ing that they would have received, if those accounts were set aside 
for SBA, a payment of over $100,000 or could have against the $50,000 
in less than 2 years; is that correct ? 

Mr. Wiwerman. Oh, sure, that is right. You see the method of 
payment was only to be paid—this $50,000 was to be paid over a period 
of 5 years at an amount of $900-some per month, including interest, 
and the funds that we collected on those accounts would go in an 
assignee account; whenever we wanted the funds we could get it back 
again. They weren’t keeping the moneys we collected. 

Mr. Rieuiman. But in case of an emergency, after the first 2 years, 
or some change in your whole financial structure, those funds were set 
aside for repayment to SBA, but you could take out of those funds 
whatever you needed, over and above the amount for interest and 
repayment, over the 5-year period ¢ 

r. Wiwerman. As long as those accounts remained on a 2 for 1 
basis, and we would send them statements every month showing that 
they were still $100,000 outstanding, and we could ask them for that 
money back again that we deposited. The collections we got from 
those accounts we could ask for that money back again as long as we 
were paying them the principal and interest each month, and as long 
as the outstanding balances remained on a 2 for 1 basis. 

Mr. Rreuuman. Besides the assignment of the accounts receivable, 
you were willing individually—that is, yourself personally—to assign 
$25,000 worth of common stock, is that correct ? 

Mr. Wiwwerman. Sign a personal guaranty in addition to what I have 
in there in common stock, not like assigning my common stock. These 
are personal guaranties over and above what we have in the business 
that they are asking for. 

Mr. Rreaiman. Well, now, let me get this clear. You are willing 
to go how far? 

Mr. Wiwerman. To the extent of what I had in the business. 

Mr. Rreuiman. And that is $25,000 ? 

Mr. Wiperman. That is right. 

Mr. Rreutman. And that would be a personal guaranty ? 

Mr. Wiwerman. That is right. 

Mr. Rreniman. And the attorney was willing to go how far? 

Mr. Wwerman. His interest in the business. 

Mr. Rrewutman. And that was? 

Mr. Wiperman. For whatever the interest was. That is the dif- 
ference between my $25,000 and the $82,600, less what those other 
three stockholders amounted to. It would be $14,400. 

Mr. Rrentman. That would be a personal guaranty of about 
$39,000, pretty close to $40,000 ? 

Mr. Wwerman. That is right. 

Mr. Rreniman. Personal guaranties outside of the assignment of 
the accounts receivable. 

Mr. Wiperman. That is right. We also had to submit the net worth 
of ourselves to them, my attorney’s net worth and my net worth. 
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Mr. Rrewtman. Well, I don’t want to delve into your own personal 
net worth. 

Mr. Wiperman. That would really clean me out for the additional 
personal guaranty, but as far as my attorney, he, of course, is a lot 
better off than I am. 

Mr. RrexumMan. But you were willing to go along and you felt that 
your personal financial situation was such that you could guarantee 
the $25,000? 

Mr. WipermMAn. Yes; in addition to what I had borrowed and every- 
thing else. I was willing to do that, but as my attorney said, we 
shouldn’t get our wives tied in with it either. So that is where it 
stood. They insisted that the wives sign the statements, too, and he 
couldn’t see it and he said I shouldn’t be a part of it either. 

Mr. Rmutman. Well, I would only ask this other question, whether 
or not in your personal assets any of them were in joint ownership with 
your wife? 

Mr. Winerman. Yes, they are. They are all in my wife’s name out- 
side of the securities in the business. 

Mr. Rren_man. Well, then, of course, there probably was some 
reason for them asking for that type of assurance ? 

Mr. Wiperman. They never asked that question, though. The ques- 
tion you have just asked me they have never asked that. 

Mr. Rreuitman. Do you have any knowledge of their having that 
information without asking for it? 

Mr. WiperMan. No. 

Mr. Rientman. You would agree, though, that would be a logical 
reason for their asking for your wife to join in the guarantee ? 

Mr. WipermMan. On the personal guaranties I can see that; yes. 

Mr. Rreuitman. And that is what they were asking for, is that 
correct ¢ 

Mr. Wiperman. That is right, but our argument was that they have 
asked for so much as far as the receivables, as far as the life insurance 
on my life, and the other terms and conditions that my attorney felt 
that they had asked for so many things. 

Mr. Rieniman. I can understand that, and I certainly am not pre- 
judging the case, and I don’t want to defend the Small Business Ad- 
ministration. But on the other hand, they are only in the business 
where you can’t get the money from any other source. They are 
bound by law to be reasonably assured—and perhaps they haven’t 
stretched that word as far as they should—that they are going to 
vet the repayment. 

Then, of course, they have to take into consideration the operations 
of the business in the past, which has shown a loss for 2 years. 

Mr. Wiperman. Well, I had a good argument on that, because I 
knew what caused the losses in the past, and they weren’t paying any 
attention to it. They were trying to sell it, in fact. There was no in- 
terest on the part of the employees and others. When Mr. Moore 
wrote and said he saw no change in condition, and certainly if you 
look at our statement of a year ago and look at it this past year, you 
can see where there has been a tremendous change. 

Mr. Rientman. Now, the only problem that faced you as late as in 
March, the first part of March, in going through with this loan, was 
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that of insisting upon your wife and the attorney’s wife guaranteeing 
the loan ? 

Mr. WipermaAn. That is right. 

I could add a few other things on what has happened since that 
time. Really I haven’t stopped at anything to try to get the possible 
working capital that I know is needed, and to get it we can really doa 
wonderful job. I have other friends in the banking business in Balti- 
more. I call them friends, but they don’t help me out much. They 
tell me, frankly—I went to two last week. These were national banks, 
and when I showed them my statements, they said, “Well, fine job you 
have done last year, but we just aren’t in the position to be of assist- 
ance to you. I have a friend in the finance company. Maybe he can 
do you some good.” I said, “No; don’t talk to him.” So I had two 
banks last week turn me down. 

After getting this statement, I called the president of our bank, who 
I have known for years, and as I said, he sent me a nice letter when we 
paid the old loan up. I told him, “I think our statement this past year 
has shown quite a bit improvement. Would you be interested in assist- 
ing us on a short-term basis?” “What do you have in mind?” I 
said, “Well, over the Easter season here short-term funds are always 
very helpful.” “Well, how much do you think you would need on a 
short-term basis?” I said, “Well, if I could get $25,000 for ninety 
days it would be very helpful.” “Well, we will take a look at it. I 
won’t promise you anything.” 

So I talked to the vice president of the bank, and I can tell you, 
yesterday they called me and said that they would advance us $25,000 
for ninety days on a 3 for 1 basis, without endorsement, that, is for 
90 days. The same bank that turned us down in January said they 
would advance us $25,000 on a short-term basis, but it isn’t a short- 
term basis that is the important thing; it is the long-term loan that 
we need, to make it easy for us. Now, when SBA last year—if we had 
gotten this O. K. last fall, my bank would have given me the $35,000 
on a short-term basis, which would have done the trick for the fall 
business; but now we are back at a point where they are saying after 
they have seen our statement they will let me have $25,000—but to get 
the $50,000, I am still trying to get that. 

Mr. Rreniman. Are you going to take advantage of the $25,000? 

Mr. WiperMAN. Yes. 

Mr. Rreuimayn, It will help you during this Easter season, of 
course ? 

Mr. WiperMAN. That is right. 

Mr. Rrex~man. What collateral do you have to give them ? 

Mr. Wiperman. Three for one, our accounts receivables; and an- 
other thing I may say to you, too, that I do have some friends that 
have made some advances to us on a long-term basis over a year at 
6 percent with no collateral, just through personal contacts, but it still 
isn’t this $50,000 that would be the real thing. 

Mr. Steep. I have no further questions. 

We thank you for taking your time to come here and give us this 
interesting case history. 

(Letter from Wendell B. Barnes, Administrator Small Business 
Administration, relating to Widerman testimony, will appear in 
pt. IT.) 
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STATEMENT OF V. L. FREDERICK, V. L. FREDERICK CO., 
WASHINGTON, D. C. 


Mr. Frepericx. I am V. L. Frederick, and own and operate an 
organization known as the V. L. Frederick Co. I am probably the 
smallest of the small-business organizations. 

Mr. Streep. Will you give your address, too? 

Mr. Freperick. 1611 M Street NW., Washington, D. C. 

I am probably the smallest small-business organization that has 
come before the group, and I have no complaints. 

I only come down here to suggest to you folks that since small 
business has a restricted borrowing capacity, a restricted credit capac- 
ity with the suppliers and others with whom you are dependent for 
your daily operation, that if the various Government departments 
would expedite the payments of the invoices that are submitted, it 
would be a major assistance, not only to myself, but everyone in the 
particular industry with which I am associated. 

Mr. Streep. Are you speaking now of vendor-type invoices ¢ 

Mr. Frepericx. I have in mind particularly such invoices that I as 
an installer—I am a mechanical contractor, and my principal busi- 
ness is with the Department of Defense, but that doesn’t alter the fact 
that the whole operation and all through the Government operates on 
the same basis. Therefore, I am an installer and I am dependent on 
the payment of my invoices for funds to make the payrolls and to pay 
the vendors and suppliers of various and sundry other items that go 
into the day-to-day operation. Therefore, if this committee would 
assist the various Government departments in developing means and 
methods of paying invoices, say, that are submitted at the end of this 
month, on or before the 10th of this month, almost every small, well- 
managed business could operate in a rather satisfactory manner. 

Mr. Sreep. What is the normal timelag now from the time you 
submit an invoice until it is paid? 

Mr. Freperick. It varies with the various Government depart- 
ments, running up to 90 to 120 days in some cases. 

Mr. Streep. What action on the part of the Government to process 
your invoices caused the delay that you know of ? 

Mr. Frepertck. Well, various things. Part of it is due to the fact 
that a commercial accounts section is the section that is less concerned 
with the expeditious processing of paperwork. Now, the various 
Government. departments meet their payrolls, and they meet other 
things promptly and at a given time, and it would seem that since it 
would be of substantial assistance to have these invoices paid promptly 
that they could just as well assign the same priority to properly 
approved commercial invoices that they have at the end of the month 
as for payrolls and other things. 

Mr. Sreep. A 90- to 120-day carry on your part works a financial 
hardship, in the sense that the Government is breaking into your 
capital for that period of time? 

Mr. Freperick. In those cases; yes. Small business being what it 
is, you have limited loan capacity at the bank. You have limited 





240 SMALL BUSINESS ADMINISTRATION 


credit with suppliers. Therefore, it is extremely essential, if you are 
going to continue to meet your payrolls and that sort of thing, that 
you collect the money that is due you. 

Mr. Sreep. You are talking in terms of invoices and claims where 
there isn’t any element in it that requires investigation or special 
audit or anything of that sort ? 

Mr. Freperick. I have reference to approved invoices which there 
is no question about. I don’t want to imply that all of the various 
Government departments are taking that length of time. You prob- 
ably know better. But we have had recent experience where we have 
run into that. It varies from in the Department of Defense from 
finance office to finance office, and it varies from finance officer to 
finance officer. There is no standardized procedure, just like there 
doesn’t seem to be any standardized undertaking of the fact that 
commercial invoices are an important thing, too, if the Department 
of Defense is going to do any business with small business as such. 

Mr. Steep. Well, now, in your own case are you operating on bor- 
rowed money, or do you have your own capital that enables you to 
carry these accounts that long ? 

Mr. Frepertcx. Well, to a major extent I personally am operating 
on my own money, but at the same time the volume that I as a con- 
tractor can accomplish is almost directly dependent upon the amount 
of operating capital that I have. When it becomes tied up with ac- 
counts along the way, why it reduces your capacity to operate. 

Mr. Sreep. Are your activities solely with the Government or do 
you have similar type work with private or non-Government ? 

Mr. Frepertck. This past year approximately 80 percent of my 
gross volume was with the Department of Defense. 

Mr. Streep. What is the average time that you encounter getting 
claims paid in cases of non-Government clients ? 

Mr. Frepertck. Usually 10 to 15 days; very rarely longer than 
that. The construction industry operates as a whole on the basis of 
certain payments as the work progresses. The Government contracts 
have that provision, too. However, in the commercial operations 
those things are paid rather promptly without undue loss of time in 
processing it. 

It is my feeling that those invoices which are paid on a month-to- 
month basis should be processed on the same basis that private enter- 
prise processes them and as, I believe, it is the intention of the Govern- 
ment to have them processed. 

Mr. Streep. And in your own operation do you have any sort of 
activity that covers a long period of time or where progress payments 
would be made ? 

Mr. Frepertck. We have had projects running up to 2 years. 

Mr. Streep. Afid you do in those cases receive progress payments? 

Mr. Freperick. Yes; that is normally provided for in the standard 
contract. 
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Mr. Streep. Well, we are very glad to have you here today and have 
your suggestion, and I am sure that the committee will at the proper 
time discuss this suggestion in further detail with the people in the 
military to see whether or not they have any suggestions. 

Mr. Frepericx. It isn’t alone in the military that takes place. 
However, on the other side of the fence in the Govarninadh depart- 
ments, the Government Printing Office, I understand, will normally 
pay an invoice within 10 days. So that there are some Government 
departments functioning much differently and much better than 
others. 

Mr. Steep. Well, all right. We thank you. 

This being our last witness for the morning, the committee will 
stand in adjournment until 9 a. m. on April 9. 

(Whereupon, at 11: 55 a. m., the hearing recessed to be reconvened 
at 9 a. m., Tuesday, April 9, 1957.) 
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TUESDAY, APRIL 9, 1957 


Unirep States House or REPRESENTATIVES, 
SELEcT CoMMITTEE ON SMALL BusINEss, 
SuspcoMMIrteeE No. 2, 
Washington, D.C. 

The subcommittee met, pursuant to recess, at 9:10 a. m., in the 
Caucus Room, Old House Office Building, Washington, D. C., Hon. 
Abraham J. Multer (chairman of the subcommittee) presiding. 

Present: Representatives Multer, Steed, Riehlman, and Seely- 
Brown. 

Also present: Irving Maness, subcommittee counsel; Victor P. 
Dalmas, advisor to the minority; and Katherine C. Blackburn, re- 
search analyst. 

Mr. Mutter. Good morning, ladies and gentlemen. 

The meeting will please come to order. 

We hope to be able to conclude this phase of the public hearin 
today and tomorrow. If we can sit this afternoon, we will surely : 
able to conclude our public hearings, I think, tomorrow. The point 
involved about sitting this afternoon is if the House is in general 
debate we will probably be able to sit. If they are considering any 
bills in the House or in the Committee of the Whole, under the 
5-minute rule we will not be able to sit, but we will make as much 
progress as possible. 

We are pleased this morning to have with us Mr. Samuel Waugh, 
Chairman of the Export-Import Bank of Washington, who will be 
our first witness. 

You may ask to join with you at the table any other members of 
your organization that you may want to call upon for some help. 


STATEMENT OF SAMUEL C. WAUGH, PRESIDENT AND CHAIRMAN 
OF THE BOARD, EXPORT-IMPORT BANK 


Mr. Wavueu. Mr. Chairman and gentlemen, I have no prepared 
statement. Would you like to have me at the outset review the activi- 
ties of the Export-Import Bank for the past calendar year and then 
proceed from there ? 

Mr. Mutrer. Yes; I think that would be wise, Mr. Waugh, I 
think it might be well to put in as a preliminary upon the record a 
brief statement as to the organization and operation of the bank, 
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and then we can get into more specifics insofar as it applies to the 
small business program. 

Mr. Waven. The Export-Import Bank has completed its 23d year 
of operation. During that period of time it has extended some $8,300 
million of credits. 

Perhaps I should go back first and say that the bank has $1 billion 
in capital stock which is held by the Treasury, and $4 billion of 
long-term borrowing power from the Treasury, both authorized by 
the ‘Congress of the United States. The bank loans in dollars and 
collects in dollars. It does not compete with private capital but co- 
operates with private capital. It makes loans for the purpose of the 
purchase of capital goods, services, agricultural surpluses and items 
of that type within ‘the United States. The dollars loaned by the 
Export- Import Bank, with few exceptions, are spent right here in 
the United States. Over the term of years the bank has authorized 
loans of $8,300 million, of which one billion and a half was not used 
for one reason or another. That usually means that if an exporter 
has a credit to get a contract and it doesn’t develop, that credit is 
canceled. At times when a credit is obtained cash is received in pay- 
ment and that credit is canceled. 

The bank has actually paid out some $5,200 million in its 23 years. 
It has had $2,600 million paid in full or in partial payments. There 
are $2,600 million outstanding in loans. There is a billion and a half 
plus authorized which has not been drawn down as yet. In total the 
bank has outstanding loans and authorized loans of a total of $4,200 
million, which leaves it an unauthorized loaning authority of $800 
million. Deducting from that amount $100 million set aside for in- 
surance, it leaves $700 million loaning authority the bank had as of 
the first of this year. 

All of the figures, gentlemen, that I quoted to you are in round fig- 
ures and can be substantiated in detail from the semiannual statement 
which has been furnished to the Congress. 

During the bank’s history it has operated at a profit. The bank has 
taken all of its operating expense out of its earnings and has never 
called on the Congress for any appropriation for operating expense. 
The bank pays interest to the United States Treasury on every dime 
that it has borrowed from the Treasury. In addition to that it has 
paid 21, percent or $2214 million in dividends on the original billion 
dollars capital stock. Over the 23 years as of the close of business 

last year it had accumulated $435 million of surplus or reserves which 
is being loaned currently. 

Mr. Chairman, does that give you enough background ? 

Mr. Mutter. Yes, with 1 or 2 exceptions, Mr. Waugh, which I 
will develop with questions. From June 1953, to October 1954, the 
bank was under the direction of a Managing Director and there was 
no board, is that right ? 

Mr. Waven. That is correct, and the bill as amended placed the 
management of the bank under five full-time directors appointed by 
the President of the United States and confirmed by the Senate. 

In addition, we have an Advisory Board of nine members repre- 
senting banking, business, industry, labor, and commerce, and this 
Advisor y Board meets with us periodically 3 or 4 times a year and 
in the interim we use the individual members on special services. 
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In addition the bank is under the supervision in a measure at least 
of the National Advisory Council, which is organized by law to co- 
ordinate the foreign loaning of the United States. The National 
Advisory Council is a five-man board, of which the Secretary of the 
Treasury is Chairman, and represented on the Board are the Secre- 
tary of State, the Secretary of Commerce, the Federal Reserve Board, 
and the President of the Export-Import Bank for management. 

Mr. Mutrer. Your Board of Directors is a bipartisan Board ? 

Mr. Waven. Bipartisan Board; yes, sir. 

Mr. Mutter. Can you supply us for the record, not immediately, 
but at your early convenience, the names, addresses and affiliations 
of the members of the Board? 

Mr. Wavau. I can give it to you right now, if you would like. 

Mr. Muvrer. All right, if you will. 

Mr. Waveu. Mr. Hawthorne Arey from Omaha, Nebr., has been 
associated with the bank for 19 years. He came in first as General 
Counsel, and is now one of the directors. He is affiliated with the 
Democratic Party. 

Mr.. Lynn Stambaugh is first vice president and has been con- 
nected with the bank for 11 years. He is now first vice president 
and vice chairman of the board. His address is Fargo, N. Dak. 

Mr. Vance Brand, Mr. George Blowers, and I have been appointed 
recently. Mr. Brand comes from Urbana, Ohio, and was secretary of 
the Capehart committee that made the study of the United States 
banking organizations. He has been with the bank for 2 years. Mr. 
Brand is affiliated with the Republican Party as is Mr. Stambaugh. 

Mr. Blowers’ address is in Florida, and he is affiliated with the Demo- 
cratic Party. He has been with the bank not quite 2 years, and he 
spent 18 out of the last 21 years in the Far East in the banking 
business. 

I am the fifth member of the Board. I am affiliated with the Re- 
publican Party. I have been with the bank for slightly over a year 
and a half, after serving 214 years as an economic officer in the Depart- 
ment of State. My address is Lincoln, Nebr. 

Mr. Mutter. Can you supply us for the record the same information 
as to the Advisory Board ¢ 

Mr. Waveu. Yes, sir; that is all filled out in the semiannual state- 
ment, and I will be very happy to just leave a copy right here with 
the report. 

Mr. Motrer. All right. 

Mr. Waven. I cannot, however, give any information with ref- 
erence to the political affiliations of the Advisory Board. I have no 
way of knowing which party they belong to. 

Mr. Mutter. But that is also bipartisan in nature ? 

Mr. Waver. Yes, I assume so. The question has never arisen. I 
can read them to you here or if you would like to have me read it into 
the record. 

Mr. Mutrer. I think we can have the reporter write it into the 
record without your taking the time to read it. 

(The Advisory Committee is as follows :) 

Roy G. Ingersoll, chairman of the Board, Borg-Warner Corp., Chicago, Tl. 


Wallace M. Davis, president, the Hibernia National Bank, New Orleans, La. 
Bryant Essick, president, Essick Manufacturing Co., Los Angeles, Calif. 
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Robert P. Furey, vice president, the Hanover Bank, foreign division, New York, 
nN. TZ. 

Allan B. Kline, Western Springs, Ill. 

David J. McDonald, president, United Steel Workers of America, Pittsburgh, Pa. 

Warren Lee Pierson, chairman of the board, Trans World Airlines, Inc., New 


York, N. Y. 
William 8. Swingle, president, National Foreign Trade Council, Inc., New York, 


Jona O. Virden, Sr., chairman of the board, John C. Virden Co., Cleveland, Ohio. 

Mr. Muurer. Now, then, Mr. Waugh, you operate by paying the 
expenses entirely out of your own income; but at the same time, how- 
ever, while not operating with appropriated funds you do appear 
before the Appropriations Committee and justify your expenditures, 
do you not? ’ 

Mr. Waveu. Yes, sir; and we are subject to the same audit as other 
Government agencies. : 

Mr. Muurer. Now, then your losses charged off during the period 
of operation of the bank have been approximately $500,000. 

Mr. Waveu. That is correct. 

Mr. Mctrer. And your ratio of losses charged off to aggregate loan 
disbursements is less than one-fifth of 1 percent. 

Mr. Wauex. About one-tenth of 1 percent. 

Mr. Mutter. One-tenth of 1 percent. 

And the ratio of administrative expenses to gross income over the 
life of the bank has amounted to about 1.68 percent ? 

Mr. Waveu. That is correct, 1.68 percent. 

Mr. Mutter. The life of the Export-Import Bank has been fixed by 
statute and presently expires in 1958, and the House Banking and 
Currency Committee has reported a bill to the House extending that 
time to 1963. 

Mr. Wavueu. That is correct. The charter expires June 30, at the 
end of the fiscal year 1958. 

Mr. Muurrr. Now, I would like to say for the record that I join 
heartily in the commendation by the House Banking and Currency 
Committee of the operation of the Export-Import Bank throughout 
its life and throughout your administration and that of your col- 
leagues. 

Mr. Waveu. Thank you. 

Mr. Mutter. Now, Mr. Waugh, when dealing with sums in the bil- 
lions, as we do when we talk about the aggregate amount of lending 
authority and loans made by your bank, most of us are inclined to look 
upon you as big business or a big business bank. Will you tell us 
something about the operation of your bank as to the average amount 
of loans and the nature of loans and so forth ? 

Mr. Wavex. With your permission, Mr. Chairman and gentle- 
men, I would like to review very briefly for two reasons the credits that 
the bank extended last year: In the first place, there seems to be a 
mistaken idea that the Export-Import Bank confines its loans to 
governments, whereas most of our loans are for private business. That 
is one point I would like to bring out. The second point I would like to 
bring out is the fact that we have a limited number of credits extended 
each year and despite that fact by the figures I will give to you the 
number of suppliers in this country is many, many times the number 
of credits extended. ; : 
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Last year this bank extended or authorized 193 credits for a total 
of $1,156 million. The bank authorized 10 loans to governments to 
finance exports of United States industrial products, commodities, and 
technical services for $855 million. Now, there is one credit in that 
item which should be called to your attention, namely, the credit to 
the United Kingdom of $500 million, upon which no drawing has 
been made as yet. The credit is authorized to be drawn upon between 
now and February 28, 1958. It is a collaterally secured loan, but as yet 
the British Government have not asked for any drawing from this 
particular loan. : f ' 

The bank authorized in addition 23 credits with foreign Govern- 
ment guarantees. The total was $174 million, but 160 credits were 
authorized to private borrowers for $126 million. 

Now, I have these credits segregated by countries which I will be 
glad to give you, but I think that you are principally interested in 
the small business features of this factor, so I don’t think I will bother 
with that unless you would like to have it. 

Out of our 140 exporter credits last year, there were 34 credits that 
were under $10,000 each. The cumulative total of those 34 credits was 
$160,000. There were 24 credits between $10,000 and $25,000. The 
total was $427,800. 

There were 19 credits from $25,001 to $50,000, or a total of $688,625. 

From $50,000 to $100,000 there were 23 credits totaling $1,741,000. 

From $100,000 to $250,000 there were 26 credits for a total of 
$3.890.700. 

Over $250,000 there were 14 credits, which total $46,000. 

Now, those 140 credits aggregate $52 million. 

To make certain that I have given the figures correctly, I would 
like to put this into the record, if I may, sir, a statement as to these 
various items. 

Mr. Murer. The statement will be made a part of the record. 

(The statement is as follows :) 


Credits by size groups authorized by Export-Import Bank on request of United 
States exporters or financial institutions,’ calendar year 1956 





Group N Cumulative Total of Cumulative 
credits al 


Under $10,000. . , $160, 410 
$10,000 to $25,000_ _ - tie acts 427, 800 &88, 210 
$25,001 to $50,900_ _ - . ; i ¢ 1, 276, 835 
$50,001 to $100,000... 2... , 23 3, 017, 835 
$100,001 to $250,000. - a ee 5 , 890, 6, 908, 535 
Over HOMO .c iii scscecssks sawasheseu 52, 970, 535 


1 Exclusive,of increases in previously authorized credits totaling $227,700. 
2 Includes 5 credits for purchase of aircraft and spare parts ranging in size from $3,950,000 to $16,500,000. 


Mr. Waveu. I have additional copies if you would like to have it 
now. 

We also have the credits that the bank has made cumulative over the 
years segregated by States. 

For your information, I would like to analyze a few of the credits 
that were extended recently to give you an idea as to the scope of the 
placement of the orders in this country. 
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Here is one credit for $3,600,000 to a steel mill in Monterrey, Mex- 
ico. There were 36 individual orders placed in amounts ranging from 
$700 up to $1 million. In other words, in this one credit of $3,600,000 
there were 26 different orders placed in the United States. 

Mr. Mutter. Would you stop there a moment, Mr. Waugh. If we 
took that and averaged it out we would probably get a fairly high mean 
average as to the amount of individual purchases. Suppose you ex- 
clude that one of a million dollars and give us the rundown of the 
average amount. 

Mr. Waueu. It would be 25 purchases for $2,600,000. So it is 
practically $100,000 a purchase, but there are a number of small items. 

Mr. Mutter. Can you tell from the names of the persons who were 
the suppliers there against that credit, could you indicate how many 
of them are small business and how many of them are big business ? 

Mr. Waveu. Well, I can’t do this exactly, Mr. Chairman, because 
there are so many here that I have never heard of. I think I know 
from the experience of our credits we have 144 of the largest firms in 
the United States that have permanent credits with us in the export 
business, but the majority of these large firms are not listed on these 
lists at all. Now, I frankly do not know some of these concerns. I 
know where they are located, but I have never heard of them. My ex- 
perience isn’t broad enough, but I think they are modest-sized business 
concerns that supply a major supplier. 

Mr. Motrter. Now, are those suppliers paid in full as thev make 
their deliveries? 

Mr. Wavean. Yes, sir; in these instances these suppliers are paid in 
full on these deliveries. 

Mr. Mutter. I think that you do have some rule of operation—it 
may not actually be a rule, but rather a policy of operation as a result 
of which you require the importer in the foreign country to have an 
investment in the purchase, the local borrower will have to have an 
investment in the purchase, and then you make the loan for the differ- 
ence. Will you tell us what that policy is? 

Mr. Wavueu. Mr. Chairman, that is in connection with the 140 ex- 
porter credit lines, of which I just gave you the list. You will see 
when looking at the total, the exporter credits represent a very small 
percentage of the aggregate of our loans in dollars. It is a large 
percentage in the number of individual orders, but in dollars the ag- 
gregate is very small. 

Now, we have worked out this plan with the exporters in this coun- 
try. I want to emphasize this—they like this particular plan, and 
they are the ones with whom we have worked in developing and re- 
fining the plan. We call this a 60-20-20 plan to identify it. It pro- 
vides that the purchaser in a foreign country pays 20 percent down. 
The exporter carries 20 percent. The bank purchases paper, without 
recourse, from the purchaser for 60 percent of the cost. In other 
words, 60 percent of the paper is purchased from the importer in the 
foreign country. We do not make loans to compete with private cap- 
ital, nor do we make loans direct to American business in this country 
in selling overseas. We make loans to purchasers overseas for their 
purchases in this particular country. Do I make myself clear? 

Mr. Motrter. Let me ask this with reference to the 60-20-20 plan. 
Could any part of that, for instance, that 20 percent which is the in- 
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vestment carried by the borrower, could any part of that be financed 
by the Small Business Administration ? 

Mr. Waveu. | understand under certain rules and regulations they 
can. I must confess I am not completely familiar with the details 
or the rules of the operation of the Small Business Administration. 

Mr. Mvutrer. Has there been any consultation between your bank 
and the Small Business Administration with reference to that 
operation ¢ 

Mr. Wavueu. There has been no consultation to my knowledge. Let 
me remind you I have only been at the bank a year and a half. 
I understand at the time this booklet was put out there was some 
consultation with our legal department, but after inquiry I could 
not locate any one of the directors who was familiar with any con- 
sultation at the time. 

Mr. Mourer. The booklet you are referring to now is that entitled 
“Pointers on International Trade” which is put out by the Small 
Business Administration. 

Mr. Waveu. That is correct. 

Mr. Murer. Mr. Waugh, would it be convenient if we borrowed 
from you the list of suppliers that you read in connection with the 
last item, just before I interrupted you? 

Mr. Wavueun. I am very happy to show it to you individually. I 
am afraid if we read it into the record we might be violating a 
banker-customer relationship, sir. 

Mr. Murrer. No; we will not make it a part of the record. 

Mr. Waveu. I have five more cases I want to review with you, if 
Imay. I haven’t picked out one. I have 4 or 5 more I would like 
to give you. 

Mr. Motrer. You proceed if you will, please, sir; and then if you 
feel that you could do it, we would like to have you leave those lists 
with us. They will not be made a part of the record and your confi- 
dence will be respected. ‘They will be used by the ¢ ommittee in execu- 
tive session only and then returned to you. 

Mr. Waven. Yes, sir. The second order upon which I would like 
to comment was an order for installation in Monterrey, Mexico. The 
first two happened to be in Mexico. This was a credit of $2,055,000, 
and I have here the detailed costs of this expansion program which 
indicates that the borrowers have obtained estimates and expect to 
place 175 orders for this $2 million credit. Incidentally this indicates 
the cost of their expansion and shows not only the United States 
dollars that they are going to use in this connection, but it also shows 
the estimated cost of the Mexican peso which will go into this ex- 
pansion program. The total is $2,055,000 of United States dollars and 
the Mexican peso cost will be $6,638,000 pesos. 

Mr. Mcurer. Mr. Waugh, if I may interrupt you again, the do- 
mestic importer rarely comes to your bank for assistance because 
most of his business is done on a letter of credit furnished to him by 
the foreign purchaser, is that not so? 

Mr. Wavan. That is correct. Here is a $16 million credit to a plant 
in Monclova, Mexico, which itemizes 314 different orders that they 
expect, to place within this country. We have eliminated duplica- 
tions to the best of our ability and come up with the figure of 314 
individual orders that will be placed in this country. 
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The next credit I would mention is a credit to France for the pur- 
chase of machinery and equipment within the United States. This 
total credit is $20 million, of which the Export-Import Bank has 
agreed to furnish $14 million and private banks are furnishing $6 mil- 
lion. In this particular instance we have 289 individual credits and 
these 289 individual credits are spread over 13 different States. 

I would like to give you a personal experience. In December of last 
year we were inspecting in Indonesia. We have a $14 million credit 
for the building of a cement plant, which is supposed to be ready the 
first day of May, and according to estimates will save the Indonesian 
Government $20,000 per day in foreign exchange on cement alone. In 
going through this plant, which is being constructed by American 
firms and with an American technician in charge—these pictures were 
sent to me upon our return just this past month—I asked the technical 
adviser, Mr. Anderson, how many suppliers he was obtaining his pur- 
chases from in the United States. I said, “Will you have as many as 
50?” He said, “We will buy from 1,000 suppliers in the United 
States.” “Why,” I said, “I can’t believe that. You must be exag- 
gerating.” By the strangest coincidence he sent me a picture of a 
blower that is being installed and he pointed out 5 different name- 

lates on this 1 piece of equipment of 5 different suppliers in the 
United States. I think it is rather interesting. This is a cement plant 
and the picture just happened to be taken when I was asking the ques- 
tion as to the number of suppliers he had. 

Now, this is not limited to business alone. We made a $5 million 
loan to the National Agricultural Bank in Mexico for the purchase of 
cattle in this country. The Mexican buyers came to the drought- 
stricken area of our country last fall and bought a total of 20,000 head 
of cattle from suppliers all over that area, both beef cattle and dairy 
cattle. They distributed this cattle to the small farmer in Mexico. I 
don’t have the number of purchasers, but for the most part they were 
made from the cattlemen in the United States drought-stricken area. 
Incidentally, I think the day this credit was announced the cattle 
market strengthened so that everyone in the cattle business received 
the benefit. 

We made an $8 million loan to Austria for the purchase of cotton in 
this country. We have made our sixth loan to Japan for $60 million 
for cotton to be purchased in this country. This is distributed over the. 
banks throughout this country and, of course, helps the cotton raiser— 
small, medium sized, and large. 

Mr. Mutter. You helped Japan set up their own Export-Import 
Bank, did you not ? 

Mr. Waveu. The Japanese Export-Import Bank was copied from 
our bank even to the name, but as yet they have done nothing but 
finance the shipbuilding operations within their own country. 

Mr. Mutter. That is intended to help them finance trade throughout 
Asia, is it not? 

Mr. Waveu. Yes, sir; and to date they have only used their financ- 
ing, contrary to ours, for internal financing and not external. In other 
words, gentlemen, of the 193 credits that we extended last year I 
imagine that suppliers throughout the United States in number were 
benefited many, many times 193. 
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Mr. Mourer. Mr. Waugh, the $500 million credit you referred to 
with Great Britain, that was an emergency credit extended in con- 
nection with the Suez Canal seizure? 

Mr. Waven. As a result, yes. 

Mr. Mo ter. I said in connection with, but meant as result of. 

Mr. Waveu. Yes, sir. 

Mr. Mutter. Would you tell us briefly, please, the time required 
from the time of an informal inquiry up to and completing a loan 
— and disbursement, giving us the various steps of a typical 
loan 

Mr. Waveu. Well, it is hard to give a time schedule. I think you 
would like to have me report as to how long it takes to process an 
exporter credit. If we have in our files the credit information on the 
purchaser, we can do it in from a week to 10 days. If, however, we 
have to develop the credit information and we have to wire the em- 
bassy to find out whether or not there are any objections to our dealing 
with this particular borrower, it takes somewhat longer. We are 
trying to build up our credit files so that we will have within our own 
confidential files information on most of the importers in the foreign 
lands that are doing business constantly in this country. It has taken 
us a little longer than we thought it would to process these applica- 
tions, but we are speeding them up right along. We have had to build 
a whole new organization for that phase. 

Mr. Mutter. You will recall, Mr. Waugh, that when you were be- 
fore the House Banking and Currency Committee I suggested that it 
might be burdensome for the small-business man to finance an opera- 
tion through your bank in view of the fact that you required 20 percent 
to be carried in the financing by the firm, and you indicated that your 
experience was to the contrary, that small business was not at any dis- 
advantage with big business because of that policy. Yet when the 
Small Business Administrator appeared before us here in this com- 
mittee, he presented this pamphlet which you referred to a few mo- 
ments ago, Pointers on International Trade, and we find at the bottom 
of page 12 this sentence: 

Experience suggests that even with that bank’s current interest to small business 
some small exporters may find the requirements burdensome since they them- 
selves must furnish 20 percent of the sale. 

Will you develop that for us indicating what the facts are with ref- 
erence to that, please ? 

Mr. Waven. I most certainly, Mr. Chairman, do not want to take 
exception to the statement made by the chairman of the Small Business 
Group. My only thought is that for the most part the small or smaller 
businesses in the export field are working with and through larger 
units, such as the ones that I have demonstrated. We have not in my 
experience, limited as it has been, had many applications from small 
business desiring to get into the export field direct. So I don’t believe 
that from our standpoint we are qualified and possibly my original 
statement was in error due to my limited experience in that field. 

I would like to say, however, that I think that if they are going to 
put out another booklet, the operations of the Export-Import Bank, 
as it has been clarified by recent refinements in our exporter credit 
program, could develop a little better explanation of what we are doing 
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than is contained in this booklet. I am suggesting to Mr. Barnes that 
if itis rewritten we have a little more of an opportunity to study it. 

Mr. Moturer. Yes, sir. 

There is no reluctance, on the other hand there is every desire on the 
part of the members of your Board and yourself to cooperate with the 
Small Business Administration ? 

Mr. Waveu. Most certainly. 

Mr. Muurer. Mr. Steed, do' you have any questions? 

Mr. Streep. No questions. 

Mr. Mutrer. Mr. Riehlman? 

Mr. Rreutman. No questions. 

Mr. Mutter. Mr. Dalmas? 

Mr, Datmas. No questions. 

Mr. Muurer. Thank you very much, Mr. Waugh. 

Mr. Wavueu. Thank you for hearing us. 

Mr. Mouurer. Mr. Joseph McKellar. 

You may ask to join you at the table any other members of your De- 
partment you may think would be of some help to you. 


STATEMENT OF JOSEPH McKELLAR, DIRECTOR OF SMALL BUSI- 
NESS, DEPARTMENT OF DEFENSE; ACCOMPANIED BY JAMES 
NASH, GENERAL COUNSEL’S OFFICE; AND BEN WHITING, 
STATISTICAL BRANCH 


Mr. McKetiar. Thank you, Mr. Chairman. 

With me I have Mr. James Nash, of our Counsel’s office and Mr. 
Ben Whiting, of our Statistical Branch, who will assist me in answer- 
ing any questions you might have, sir. 

Mr. Motrer. I might state upon the record that it was originally 


the intention of the Assistant Secretary of Defense for Supply and . 


Logistics Perkins McGuire to appear here, but unfortunately he had 
made previous commitments for today and tomorrow. I am sure Mr. 
McKellar will do just as well for him. 

Mr. McKetuar. Before I commence I would like to say that Secre- 
tary McGuire asked me to personally express to your committee his 
sincere apologies that he couldn’t be here. As has been stated, he had 
a previous commitment he just couldn’t break. 

With your permission, and at Mr. McGuire’s request, I would like 
to read his prepared statement, if that will be all right. 

Mr. Rrestman. Mr. Chairman, if it is permissible, before we hear 
from Mr. McKellar, [ would like to read a statement into the record. 


STATEMENT OF HON. R. WALTER RIEHLMAN, MEMBER OF 
CONGRESS 


Mr. Rresitman. May I say in explanation of this statement that I 
am presenting it on the basis of the years of experience I have had in 
this procurement field dealing with the Department of Defense in 
particular, and I hope that the body of this statement will be under- 
stood by those in the service in the spirit in which it is given. 
Now, back early in April of 1951, the Military Establishment, 
through the Munitions Board, issued a policy statement setting up the 
small business specialist program and paraphrasing the committee’s 
bill which became the Small Defense Plants Act in July 1951. 
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Since that time the Small Business Act was adopted by the Congress 
in July 1953, so there has been continuity of expressed congressional 
policy and the means for carrying out that policy since mid-1951. 

During these almost 6 years tharé has been no lack of Executive 
pressure to carry out the will of the Congress. Funds have been pro- 
vided for personnel both in the Department of Defense and the Small 
Business agencies. 

The question now arises, as it has many times in the past, What are 
the results ? 

Why cannot real progress be demonstrated by the Department of 
Defense ? 

Why do the several interested committees of the Congress, and par- 
ticularly the House and Senate Small Business Committees, have to 
continually belabor this question ? 

This subcommittee would like to have the answers and would like 
the Department of Defense and the Small Business Administration to 
supply the answers, not in generalizations, but in detail and specifi- 
cally, point by point. 

This whole problem of the small-business share of military procure- 
ment is not either a matter of expediency or of politics. It is strictly 
a matter of economics and of national security. 

This subcommittee in fulfilling its responsibilities to the Congress 
and to our economy cannot emphasize too strongly the vast importance 
of having the small-business share of military contracts increased in 
both the prime and subcontracting fields of operation. The members 
of Subcommittee No. 2 of the House Small Business Committee are 
of the unanimous opinion that the primary difficulty may be very 
simply expressed. 

It is a matter of putting into effect the necessary rules and regula- 
tions to carry out both congressional and Executive policy, and fol- 
lowing up these orders and directives to make certain that they are 
not looked upon as mere pious expressions. 

Is there any substantial reason for months passing by before a simple 
directive is made effective ? 

Is there any substantial reason why it should take months for the 
Department of Defense to come to agreement with the Small Business 
Administration on matters of vital importance to our general welfare 
and to the small-business sector of our economy ¢ 

The Small Business Act left these matters on a cooperative basis. 
It is our hope that we can secure sufficient evidence in these hearings 
which will warrant a recommendation that the cooperative provisions 
of the Small Business Act be left intact. However, in view of the 
record over the past 6 or 8 years, the evidence would have to be com- 
pelling if I, as a member of the committee, am to be convinced. 

At this point, Mr. Chairman, I request that the committee be sup- 
plied with the following information: 

1. A list of all DOD directives pertaining to procurement that have 
been issued during the past 2 years—number, date, and title. 

2. The date each of the directives was implemented by the three 
services. 

3. The date each of the directives listed above was published in the 
Armed Services Procurement Regulations. 
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4. The date the three services published the implementing instruc- 
tions in their respective regulations, such as Army Procurement Pro- 
cedures, Air Force Procurement Instructions, and so forth. 

(The above requested material had not been submitted at time of 
printing.) 

Mr. Chairman, I know we have a great many more questions on the 
subject of military procurement which need to be answered. I trust 
that the time I have taken to make this statement may not unneces- 
sarily prolong our hearings. I also hope that, in making this state- 
ment, it will be understood by all concerned that it is entirely 
impersonal and is intended to be objective. 

It is not my purpose even remotely to indulge in personalities. 
Rather, I think we must consider a procurement system which has 
been a hundred years in the building. I am aware of the resistance to 
change in methods, the reluctance to give up a little authority and to 
exchange rigidity for flexibility. 

But, Mr. Chairman, if we are to support our national defense to 
the utmost, if we are to have the broad, sound base we require for our 
national security, then we must insist that our Military Establishment 
as well as all other agencies of our Government promptly resolve any 
differences which may exist between them and the Small Business 
Administration. We must, in my opinion, recognize that the phrase 
“small business” is not merely a descriptive term but that it includes 
a sector of our national life which is vital to our future as a free nation. 

Mr. Chairman, may I reemphasize that I am making this statement 
because of the deep interest I have in this procurement program in the 
Department of Defense and the years of experience that I have had, 
not only on this committee but on the Government Operations Com- 
mittee on Military Procurement. 

Mr. Mo ter. I think I ought to say that, while ordinarily we wait 
until the witnesses get through and then ask them for additional 
information, we are adopting this method because it would be utterly 
impossible for us to complete the full phase of the hearing on procure- 
ment before we close these hearings temporarily in order to be able to 
go into executive session and bring forth a proposed bill which covers 
the extension of the Small Business Act of 1955. We have a deadline 
to meet as to that, because the law expires on June 30. We have a 
further deadline given to us by the Banking and Currency Committee 
so they can start their hearings on the proposed new bill beginning 
not later than May 13. Although we may not get all of these questions 
answered today or tomorrow, we will resume these public hearings 
again, devoted primarily and almost exclusively to procurement, early 
in May. 

In addition to the information that Mr. Riehlman has asked for, I 
trust that we will get an explanation of the following circumstances 
and facts; to wit: As of fiscal 1954 there had been procurements desig- 
nated by the Department of Defense as suitable for production by 
small plants; 71.4 percent for fiscal 1954; in 1955 that dropped to 69.4 
percent; in 1956 it dropped to 63.8 percent; and the last figures given 


to us showed that it has dropped further to 55.8 percent. Now, at the 


same time, we find that for the 6 months in fiscal 1956, of July to 
December of 1956, the share of small-business contracts has dropped 
to 16.4 percent as against 19.6 percent in fiscal 1956, 21.5 percent of 
fiscal 1955, and 25.3 percent of fiscal 1954. 
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Now, this committee would like to have an explanation of why there 
is this constant drop year after year both in what is deemed suitable 
for procurement for small business and what is actually going to small 
business. This committee also has in mind that if, instead of using 
the arbitrary definition of 500 employees, an industry definition were 
used these percentages would be even smaller than they are now. 

We hope that during the course of the testimony adduced from the 
representatives of the Defense Department we will get explanations 
of these matters, and if not produced today or tomorrow, then the 
committee would like to have them prepared so that we can have it 
submitted in a public hearing early in May. 

Now, none of this is directed toward you personally, sir. 

If you will, you may now proceed. 

Mr. McKettiar. Thank you, Mr. Chairman. The information you 
requested, Mr. Riehlman, will be supplied either at this hearing or as 
soon as possible. 

I will commence with the statement that was prepared for Mr. 
McGuire, which I will read. 


STATEMENT OF HON. PERKINS McGUIRE, ASSISTANT SECRETARY, 
DEPARTMENT OF DEFENSE 


Mr. McKe tar (reading) : 


Mr. Chairman and members of the committee, I consider it a privilege to 
appear today before this committee in reference to the procurement activities 
of the Department of Defense as they relate to the Small Business Administration. 

Since assuming my duties as the Assistant Secretary of Defense last January, 
I have familiarized myself with the objectives of the Small Business Admin- 
istration as it affects the procurement activities of my Department. I believe 
our basic objectives with respect to procurement from small business are funda- 
mentally the same, namely that a fair proportion of the total purchases and 
contracts for supplies and services shall be placed with the small-business firms. 
It is my belief that in order to attain these principles there must exist the highest 
degree of good faith and cooperation between the two agencies. The spirit of 
this copartnership, working toward the strengthening of the small-business 
community, has in my observation, been most gratifying. 

The Department of Defense has the specific responsibility in seeing that our 
country has the necessary supply of weapons for defense in the case of an emer- 
gency. It also has the largest budget for procurement of these items. It fol- 
lows then, that to keep ourselves in a state of preparedness we owe a tremendous 
peacetime responsibility to the small supplier, who in a time of emergency, is 
called upon to exert every effort possible to fill the pipelines with thousands of 
diversified products not commonly procured during peacetime. To me this 
means but one thing. If we are going to lean so heavily upon them during 
times of war, we cannot afford to neglect them during times of peace. We must 
then assure for small business an equitable opportunity to compete for our 
military procurement. 

The small-business policies within the Department of Defense aimed at as- 
suring small business this equitable opportunity were started long before my 
arrival. For the purpose of continuity, I would like to review these policy 
papers for you, but before I commence I would like to make one point clear. 
It would not be fair for me to take the credit for the progress made under these 
policies, nor to defend them. I report them to you as they were given to me; 
objectively with the purpose of seeing where we have been in order that we may 
chart our course for the future. 

DOD Directive 4100.10, issued December 16, 1954, set forth as its purpose: 

A. The establishment of a more comprehensive and effective Department of 
Defense Small Business program by first defining what an equitable opportunity 
to compete for small business means, 
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B. Directing the establishment of the office of a Small Business Adviser for 
the Office of the Assistant Secretary of Defense for Supply and Logistics, and 
similar offices for each military department, and 

C. This directive also calls for the appointment in each procurement offices of 
the military departments’ small-business specialists to perform such functions 
as are prescribed for them by the small-business program and the implementation 
of the Department of Defense Small Business directives. 

My counterparts for the Departments of the Army, Navy, and Air Force are 
prepared to cover the progress that has been made in their respective offices 
in implementing this policy on the procurement levels. It is my understanding 
that they will appear before this committee. 

Another important part in this DOD directive is the establishment of pro- 
cedures by which the military small-business advisers make available to mem- 
bers of the Small Business Administration information required to assist them 
in assuring that small business has an equitable opportunity to compete in de- 
fense procurement. I am referring to section V—F of this directive, whereby the 
chiefs of the small-business offices of the military departments, together with 
my Director for Small Business hold weekly meetings with the Small Business 
Administration liaison officer, Mr. Theodore Haugh, who shares office space with 
Mr. McKellar, our Director for Small Business. The purpose of these meetings 
is to discuss the effectiveness of the small-business program and resolve problems 
that have arisen or may arise in its operation. I would like to say at this time 
that Mr. Haugh’s contribution and spirit of cooperation has been one of the 
fundamental reasons for the overall excellent working relationship between the 
Small Business Administration and ourselves. 

Under Department of Defense Instruction 4100.9, issued November 14, 1955, 
there is provided a fully integrated cooperative program of joint activities by the 
Small Business Administration and the Department of Defense, directed toward 
the discharge of our common responsibility that a fair proportion of the total 
purchases and contracts for supplies and services for the Department of Defense 
should be placed with small-business concerns. Included in this instruction are 
provisions for joint Small Busines Administration and Department of Defense 
set-asides for small business and the method of procurement for partial and 
total set-asides. This directive was issued after full concurrence and discussion 
with the Small Business Administration. In reporting to you the progress of 
our joint set-aside program, I would like to say that there has been some strong 
but constructive criticism aimed at this procedure. Our instruction provided 
that purchases from small business concerns could be set aside and reserved 
with certain limitations. Awards made on the unreserved portion would be made 
at a fair and reasonable price, which under normal conditions would equate to a 
price equal to the single award price or the weighted average of the awards let 
when multiple awards are made under the unreserved portion. However, since 
reviewing the criticism of this policy by members of industry, I am convinced 
that there are areas in its application that should be studied. Accordingly, I 
have requested that the entire scope of the weighted-average policy in set-asides 
undergo such a review. I hope that in the very near future I shall be able to 
report to you gentlemen a different approach to this problem. 

Under Department of Defense Instruction 4100.20, there was established a 
DOD small-business subcontracting policy wherein each business concern, having 
received a prime contract in excess of $1 million which, in the opinion of the pro- 
curing activity offered a substantial subcontracting possibility, would be urged 
by the procuring activity to establish and conduct a defense subcontracting small- 
business program. This instruction was put into effect April 19, 1955, and as of 
this date we have received returns from the majority of the large prime con- 
tractors who volunteered to undertake this program, showing what share of their 
subcontract dollar went to small-business firms. We have just recently released 
the results of our findings based on these subcontract reports. The small-business 
firms, during the period of July to December 1956, received almost as much in 
payments for defense subcontracts from the 163 reporting firms as was awarded 
to small business in new prime contracts during the same period. Payments to 
the first-tier subcontractors of these firms totaled $1.480 billion in the 6-month 
period as compared to $1,616 billion awarded to small-business firms in the form 
of prime contracts during the same period. The dollar payments to small-business 
firms as a result of subcontracts covered in this report were equivalent to 20.9 
percent of the total receipts of the 163 large firms which have reported their 
receipts and payments for military contract work to the Army, Navy, and Air 
Force. This amount of payments made to small-business subcontractors during 
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this period does not refiect the total amount since the subcontract payments of 
other large primes who have not reported is not included, nor are payments 
made to subcontractors below the first tier level. 

For the past few years there has been a growing concern with regard to the 
fortunes of the small-business supplier in the area of defense contract financing. 
This subject was closely reviewed by the President’s Cabinet Committee on Small 
Business, and on November 16, 1956, pursuant to that Committee’s progress 
report dated August 7, 1956, the Department of Defense issued directive 7800.4. 
In brief, the purpose of this directive is to (1) insure that the need for advance or 
progress payments by contractors will not be treated as a handicap in awarding 
eontracts, (2) to facilitate and accelerate the making of progress payments re- 
quested by small suppliers under Government contracts, and (3) to emphasize 
the usefulness and desirability of providing proper contract financing assistance 
to small-business concerns. 

This concludes the part of my statement regarding the policies that had been 
established at the time of accepting my present position, together with comments 
on the progress made. At this time with your permission, I would like to discuss 
a few of the steps that have been undertaken since my arrival, and others that 
will be put into practice shortly that I believe will be a strengthening factor to 
our small-business program. 

After reviewing the amount of prime contracts small business receives in the 
area of research and development, my office contacted the Office of Assistant 
Secretary of Defense for Research and Engineering for the purpose of gaining 
from them a better understanding of the obstacles, that may or may not be 
inherent, that are considered as the main elements in depressing this share. 
This inquiry has resulted in the Office of Research and Engineering appointing a 
member of their staff to act as a small-business adviser to Dr. Newbury, Assistant 
Secretary of Defense for Research and Engineering. The procedure is to have 
the designated person gain from this office a better understanding of the various 
policies aiding small business, and in turn have the technical branch advise us 
of steps that may be taken to bring more small business into this field, covering 
such areas as facility handicaps, shortages of technical manpower and financing. 
Although this program has only recently been in operation, I am personally very 
optimistic as to the eventual benefit it will be for our mutual objective. 

Upon assuming my present duties, I established the Department of Defense 
Small Business Industry Advisory Committee made up of 18 members repre- 
senting large and small suppliers of the 3 military departments. The purpose 
of this committee is to draw from industry a fertile cross section evaluation 
of our policies that were directed toward the removal of inequities facing the 
small supplier, and receiving from these members advice on how they thought 
we could do a better job. There has been some comment as to the balance 
between large and smal] business on this Committee. I am referring to a state- 
ment implying that at the most, only eight small suppliers were represented. 
May I say at this time, that our original intent was to have an equal number 
of small and large concerns represented, and to the best of my knowledge this 
intent has been followed. The Department of Defense Small Business Industry 
Advisory Committee is made up of 9 representatives of small business and 9 
representatives of large business. I personally attended an afternoon session 
of one of the meetings, and I was most gratified to see the spirit with which the 
members are undertaking this task which is purely on a voluntary and patriotic 
basis. I think Mr. Burkhart, president of Genisco, Inc., of Los Angeles, stated 
this feeling more appropriately than I could in a recent letter wherein he stated, 
and I quote: 

“T would like to express my pleasure in having met and worked with you during 
our recent Committee meeting in the Pentagon and to further state the interest 
and enthusiasm with which I view the continued association throughout the 
balance of our Committee year. A more leisurely contemplation of that 
agenda leads me to the opinion that if we can realize a 50-percent yield of good 
realistic and workable recommendations, we shall have performed yeoman 
service. 

“It appears the Defense Department has provided us with a real opportunity 
to make a significant contribution in a most difficult problem area. To me the 
challenge is tremendous. DOD has said in essence ‘Gentlemen, we believe in 
small business; we want a healthy small business base; we have tried every 
way we know how to help small business get their share: statistics do not indi- 
eate we are succeeding; we are at our wits’ ends; now you tell us how we 
could or should go about it.’ Well I, for one, intend to exert every effort and 
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method at my command to respond to that appeal with as many concrete sug- 
gestions as can be devised in the time allotted, and I am equally sure each 
member of the committee feels likewise.” 

Gentlemen, for your information, Genisco is a small company. 

It is my understanding that some members of this committee view the weapons 
system of procurement with concern as to its effect on small business. This 
is a controversial area. I am currently attempting to completely familiarize 


myself with the procurement operations under this system as they might ad- 


versely affect small business. I consider this a responsibility of my job. 

In conclusion, gentlemen, I would like to say that from my past business ex- 
perience, principally in the purchasing field of merchandising, and also as Chief 
of Procurement for the Navy during World War II, I appreciate what small busi- 
ness means, not only to our national defense, but the entire country’s economic 
structure. However, I am not so naive as to think that my efforts alone can find 


the solutions to the problems that have been troubling this committee for some 
time. It will take cooperation and understanding among all of us. This is illus- 


trated by the type of cooperation that I believe exists today between the Small 
Business Administration and ourselves, and the same spirit with which we are 
eurrently working with Franklin Floete and his General Services Administra- 


tion staff on their excellent job of implementing the recommendations of the 
President’s Committee on Small Business. I cannot assure you that we will find 
all of the answers, but I am assuring you that we will sincerely try. 

Mr. McKetzar. Gentlemen, this concludes Secretary McGuire’s 
statement. He asked me to tell you personally that he strongly sup- 
ports the belief that the Small Business Administration should put 
on a permanent basis. 

Mr. Mutter. Thank you, Mr. McKellar. 

Mr. Steed. 

Mr. Streep. Mr. McKellar, you refer to the phrase “fair propor- 
tion.” Would you mind elaborating on what you mean by that 
phrase? 

Mr. McKe tar. A fair proportion is no set standard, Mr. Congress- 
man. It is no set percentage. We say if small business is given the 
same opportunity that big business is given, then it will equate to 
what we call a fair proportion. If they are not given the fair oppor- 
tunity and certain inequities exist in procuring, then they are not 
given their equitable opportunity and it is not a fair proportion. 

Mr. Sreep. And in the field of subcontracting do you follow that 
same basic concept that a fair proportion should go to small business? 

Mr. McKeuxar. We have no privity of contract with subcontrac- 
tors. We only deal with the prime contractors. When we place the 
prime contracts, we make it very emphatic with the prime contractors 
that to maintain a good productive base they are going to have to con- 
sider small business, and the same theory of equity exists in our prime 
contractors as it does on our level. At least we try to emphasize that 
point, and I think it does. 

Mr. Streep. Do you have any fixed or firm goal, like a percentage 
goal or anything that you shoot for ? 

Mr. McKetxar. No, sir; we have not. We have this, Mr. Congress- 
man: In evaluating our procurements we come up with what we clas- 
sify as a potential, a small business potential. What can small busi- 
ness provide in our defense procurement? We consider that small 
business can provide about 30 cents out of every dollar. They have 
the potential to do it. I think the statistics are 29.4 percent. So we 
say that out of every dollar we expend that small business has a poten- 
tial in the field of 29.4 percent, or roughly 30 cents. 

We then say that is the small-business potential. When small busi- 
ness competes in this potential, we find that they only receive, accord- 
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ing to our last report in 1956, 63.8 percent of the potential. Well, our 
next task, which is most evident, is trying to find out why they lost 
36.2 percent of the 100 percent of potential, and we found out, Mr. 
Congressman, that 70 percent of the potential they lost was because 
they were not low bidder. eo 

Mr. Sreep. Can you give us any idea of what part of the military- 
procurement program is involved in Government-owned facilities? 

Mr. McKetxiar. You mean specific, like the Air Force has? 

Mr. Sreep. Yes, sir. 

Mr. McKe iar. I would rather refer that question, Mr. Congress- 
man, to the Air Force, to the services when they come here, if it will be 
all right. vy 

Mr. Sreep. What percentage of small business, if any, participates 
in prime or subcontracting work through Government-owned facilities 
made available to small business ? 

Mr. McKetxar. Sir, I do not have that information. I will cer- 
tainly try to supply it for you. 

Mr. Sreep. That is all. 

Mr. McKetiar. Excuse me, Mr. Chairman. 

Congressman Steed, that is one of the problems that this task force 
or this Small Business Advisory Committee is looking into, facility- 
type contracting. In other words, is there any discrimination between 
the large prime contractor for getting a facility contract against a 
small prime contractor, and also going down to the next level of sub- 
contracting. 

Mr. Moutrer. Mr. McKellar, I failed to ask you, after you read Sec- 
retary McGuire’s statement, whether or not you as Director of the 
Small Business of the Department of Defense wanted to make a state- 
ment on your own behalf. 

Mr. McKe tar. No, sir. I think the statement I read for Mr. Mc- 
Guire certainly states my feelings, Mr. Chairman. 

Mr. Rrmeuuman. Mr. McKellar, how many employees do you have 
in your own office ¢ 

Mr. McKetiar. Congressman Riehlman, we have two full time, 
including myself, and one gentleman who is a part time employee. 
Recently we have had a merger of the Director of Small Business with 
our Commercial Industrial Type Activities Division which is dedi- 
cated to divest the Government of many facilities they own which are 
competing with private industry. We merged these operations be- 
cause commercial and industrial activities are so closely affiliated with 
small business. In other words, if we can divest the Government of 
some of the facilities they own, then by procuring the products from 
commercial sources we would probably be procuring in a great extent 
from small business. 

Mr. Rrexuiman. Due to the volume of business that is carried out 
in the Defense Department and the tremendous responsibility which 
I feel rests upon your shoulders, do you feel with that number of 
employees you can adequately carry out the work with the responsi- 
bilities that you have? 

Mr. McKe tar. I would say this, Congressman: If I didn’t have 
such fine support throughout the Army, Navy, and Air Force level 
through the small-business advisers I would probably need more 
people, but the three gentlemen who are advisers for small business to 
the material Secretaries do a fine job, and through their efforts I think 
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I run pretty well. They are Jack Askins, of the Army, who is here 
today; Capt. Neale W. Curtin, of the Navy; and Kennard Weddell, 
of the Air Force. 

Mr. Rrenuman. They are all military personnel 

Mr. McKetiar. No; Captain Curtin is military personnel. The 
other two gentlemen are civilians. 

Mr. Rrextman. How many of the military personnel are assigned 
to your activity ? 

Mr. McKe war. None, sir. 

Mr. Rreuiman. Well, Mr. Chairman, I think I would like to wait 
for the rest of my questions until we get to the people in the military 
departments who are carrying out the activities under Mr. McKellar. 

Mr. Mutrer. Mr. Seely-Brown. 

Mr. Srriy-Browy. Sir, I would like to bring to your attention a 
problem which may be more typical than any of us would like to ad- 
mit. The Department of Defense announces a bid to meet certain 
specifications. Members of the small-business community bid on the 
contract. The low bidder gets it and is then advised that the Depart- 
ment of Defense had made a mistake in the specifications and they are 
sorry that the bid is being withdrawn, but they will be glad to keep 
the low bidder in mind should a similar bid be made available at some 
later date. What recourse does the sma !-business man have in a case 
like that where the error is admittedly on the part of the Government? 

Mr. McKetiar. And the Government has withdrawn. 

Mr. Srety-Brown. The Government has pulled out of the picture, 
because of the mistake it admittedly has made. What recourse is 
available to the businessman for the money he spent in preparing his 
bid and the damage which results to him from having his bid opened 
and made public so everybody knows where he stood on that item? 

Mr. McKriuiar. Congressman Seely-Brown, I am familiar with the 
ode pa area. You talk about recourse. I take that to mean some 
egal recourse, and I would like to refer the question to Mr, Nash. 

Mr. Nasu. I don’t believe, sir, that the bidder would have any re- 
course against the Government. Under the terms of the invitation to 
bid, the Government has the right to reject any and all bids for good 
and sufficient cause. It is an unfortunate situation, I agree with vou. 

Mr. Srery—Brown. Is it a frequent situation, or does it happen 
that they all live in my district? 

Mr. Nasn. I couldn’t answer that from my own knowledge, Mr. 
Congressman. I would hope that it was not, but I don’t know. 

Mr. Srety-Brown. I am sure we hope the same thing, but as it so 
happens I have had several cases of that nature very recently brought 
to my attention, and I am anxious to find out if it is widespread or if 
it just might happen on particular items. 

Mr. McKetuar. Mr. Congressman, in cases like that we would cer- 
tainly appreciate having particular instances called to our attention. 
As Mr. Nash said, we can’t do too much for the gentleman who has bid 
on it and who has expended his money and time and effort proposing 
his bid. However, we may do something in the field of seeing that it 
will not occur again. 

Mr. Srety-Brown. I am sure that is right. I recognize there is no 
legal recourse under the terms of the contract, but it still is unfortu- 
nate. When the Government makes a mistake, a businessman pays. 
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If the small fellow makes a mistake, the Government holds him re- 
sponsible, and it is too bad it is not a two-way street. That is all. 

Mr. Muurer. Mr. McKellar, do you have a list of the names, ad- 
dresses, and affiliations of the members of the Advisory Committee ? 

Mr. McKetxiar. Yes, sir; I certainly do. 

Mr. Murer. The Small Business Advisory Committee. 

Mr. McKetiar. Would you like me to submit them to the record 
or read them to you, sir? 

Mr. Muurer. Do you have one available ? 

Mr. McKetuar. Yes, sir. 

Mr. Mutter. We would like to have it made a part of the record. 

Mr. McKetxar. Fine, sir. 

Mr. Muurer. How many members are there on the Advisory 
Committee ? 

Mr. McKeruar. Eighteen, sir. 

Mr. Mutter. That is 18 representatives of industry ¢ 

Mr. McKetiar. Yes, sir. 

Mr. Mcurer. And, in addition to that, you serve on the Committee ? 

Mr. McKeruar. Yes. sir. 

Mr. Mcurrer. And the small-business adviser of the Department of 
the Army ? 

Mr. McKetuar. Yes, sir. 

Mr. Murer. And of the Department of the Navy and of the De- 
partment of the Air Force also serve? 

Mr. McKeiar. Yes, sir. 

Mr. Mvutrer. That is yourself, Mr. Askins, Captain Curtin, and Mr. 
Weddell ? 

Mr. McKetuar. Yes, sir. 

Mr. Mutter. Now, then, of the 18 members of the Advisory Com- 
mittee, how many are small-business men ? 

Mr. McKetuar. Nine are small, sir. 

Mr. Mcvrer. And nine are big business ? 

Mr. McKetiar. Yes, sir. 

(The list of the names, addresses and affiliations of the members 
of the Advisory Committee will appear in pt. IT.) 

Mr. Mutter. Is it the serious contention of the Department of De- 
fense that a Small Business Advisory Committee can do the job for 
small business that it is intended to do when half of the representa- 
tives represent big business? 

Mr. McKetiar. We considered that point very thoroughly, sir, be- 
fore we established the Small Business Advisory Committee. Some 
felt that we should have all small business. I, for one, was against 
that, because I believe an all small-business group may be working i ina 
vacuum. They could drum up an awful lot of allegations among 
themselves, but they would find trouble in presenting those to big 
business. Not as a compromise but, in my opinion, more as an affirma- 
tive step, we divided up between large and small, and remember this, 
sir, that the large business represented here, many of them were small 
business not too ) long ago. 

Mr. Mctrer. For instance, Chrysler Corp ? 

Mr. McKe rar. No, sir. 

Mr. Motrer. Boeing Airplane Co., North American Aviation, 
United Aircraft, Lockheed Aircraft, American Machinery & Foundry, 
Chemical Corp.; which of those were small business a short time ago? 
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Mr. McKztiar. I would say North American and Lockheed were 
—_ business not too long ago, sir, prior to our mobilization in World 

ar IT. 

Mr. Mutter. The others were big business, and still are. 

Mr. McKe.uar. Texas Instruments, sir, listed as large business, I 
think, was small] business even after Wor ld War IL. 

Mr. Mutrer. That is one I did not mention. I am glad you hap- 
pened to mention that. That is now big business, you say ¢ 

Mr. McKe tar. Yes, sir; it is. 

Mr. Srety-Brown. Could I ask a question at this time ? 

Mr. Mourer. Certainly. 

Mr. Srety-Brown. Did I understand you to say, sir, that the idea 
of having half of the members representing the large firms was because 
it was your opinion since many of the ‘small- business items might 
be obtained on a subcontracting basis and since these large firms might 
be the large prime contractors who were subcontr acting out, that you 
wanted to have their point of view as well as the small- business point 
of view; that possibly a meeting of the minds on that level would 
be more “helpful in the end result than just the one-sided view? 

Mr. McKettar. Very much so, sir. To give you an example, you 
will see by the list of large firms that we have by purpose picked out 
some of the largest of the large firms in military procurement, people 
who receive the greatest percentage of our procurement dollar, and 
who in turn subcontract out a great percentage. When accusations or 
allegations are made about big “business, you usually find they are talk- 
ing about 1 or 2 or 3 big- business concerns. I think it is good to have 
the small-business men sit not across the table but intermingled with 
big business, and say, “I can give you a particular area where I think 
small business is being discriminated against or is having a bad time.” 
They will bring out a certain point, and sometimes I have found that 
big business was not aware of that. They had done it inadvertently, 
and big business, through very little effort, will change their pro- 
cedures, and we find a more equitable circumstance of procurement. 
We certainly have found that during our 2-day meeting. 

Mr. Mouurer. Which of these big- business companies that are repre- 
sented on the Advisory Committee could operate without subcontract- 
ing ? 

Mr. McKetiar. Which of the large ones could operate without sub- 
contracting ? 

Mr. Motuter. Yes. 

Mr. McKetuar. I don’t think any of them could, sir. 

Mr. Mouurer. They are not doing any favor to small business by 
subcontracting. What we have been dir ecting ourselves to, and have 
for many years, is to find out why small business does not get more 
prime contracts. We appreciate the fact that your agency and your 
Department during the years has been trying to do a job and show 
small business how to get subcontracts, but we have been directing 
ourselves as to why they can’t get prime contracts. Does your Depart- 
ment really believe, with 8 big-business men on this Advi visory Com- 
mittee, 6 of whom vet 17.2 percent of the prime contracts, that they 
are concerned with small business getting prime contracts ? 

Mr. McKetuar. They certainly are, sir. I think both of our state- 
ments concluded that none of these big companies could work without 
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subcontracting and, therefore, they are very much concerned with 
subcontracting. 

Mr. Mutter. The statistics, I think, show that about ninety-odd 
percent, over 90 percent of the business of this country is small busi- 
ness and the rest is big business. That is a fair statement, isn’t it? 

Mr. McKetxar. I am not sure, sir, but I will accept that. 

Mr. Mutrer. All right. Do you take issue with any of the figures 
that I used in my initial statement, before you read your statement, 
as to the percentages of Government procurement that small business 
has been getting? Are they fairly accurate? 

Mr. McKetxar. I think those are correct. 

Mr. Murer. Well, now, with 6 of the big-business men represented 
on the Small Business Advisory Committee getting 17.2 percent of 
the prime contracts as against the total amount of prime contracts 

oing to small business, all smal] business, of 16.4, how much of that 
aaineis do you think these big-business men are ready to give up 
to the small-business contractor ¢ 

Mr. McKetar. It is not how much business they are willing to 
give up, Mr. Chairman, It is how much of the business small business 
can get for themselves on an equitable-opportunity basis. As I was 
explaining to Congressman Steed, we have statistics showing what 
percentage of the potential small business can get. 

Mr. Mutrer. Yes, and your figures now bring that down from what 
it was, 71.4 percent in fiscal 1954 that was suitable for small business; 
it is now down to 55.8 percent, and as against that these 6 companies 
that I have mentioned who are on this Advisory Committee get 17.2 
percent. 

Mr. McKetuar. Yes, sir. 

Mr. Mutter. You will have to do a lot of convincing to get me to 
believe that these representatives of those six companies are interested 
in letting small business get any bigger share of Government pro- 
curement than they are getting today. 

Mr, McKetuar. Mr. Chairman, I don’t think big business is inter- 
ested in taking away from small business what is in the small-business 
potential. 

Mr. Mutter. Let’s analyze that. Do they compete for the same 
contracts ? 

Mr. McKetiar. Sometimes they do in the small-business potential. 
What is out of the small-business potential is out of your 17 percent. 
Those are big, costly items, sir. 

Mr. Mutrer. Of the 55.8 percent of Government procurement that 
is suitable for production by small plants, isn’t it a fact that these 
same big-business companies that we have mentioned, as well as all 
of the other big-business companies, compete with the small-business 
man for that very business? 

Mr. McKetuar. I don’t believe that is a rule, sir. What we con- 
clude as our potential, we say small business can compete within this 
area. Put it the other way around, we don’t feel smal] business can 
compete for our prime guided missile contracts or bomber contracts 
or battleship contracts. Therefore, small business and big business 
do not compete within this nonpotential area. But we are lookin 
in the areas of why small business is not low in their own amiiial, 
and I think big business, where they are not affected with this 
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potential, are trying to assist small business in showing them how 
they can be more competitive. 

Mr. Mourter. We just had the opportunity of examining the confi- 
dential files in some instances of the Export-Import Bank, and among 
the suppliers there there were big concerns where they were the low 
bidders and got part of those contracts. They were the suppliers on 
some of those loans. Some of the items were as low at $33. Other 
items were $700, $1,400, $1,600 that big business was getting and sup- 
plying as part of those loans, because they were the suppliers supply- 
ing these things for export. You can’t make me believe that they 
are not competing against small business in getting those items and 
they are chasing after that small business just as much as after the 
big business. 

Mr. McKetxar. Sir, I am not too familiar with the big business 
versus small business on the export market. I have been trying to 
familiarize myelf with the defense procurement market here within 
the United States. 

Mr. Mutter. The only reason I refer to that is because the very 
items sold every day on the local market for domestic consumption 
are included. I wouldn’t pick out an item that was being exported that 
could be used only for export trade. These are items used every day 
in the week by our local trade. Now, Mr. McKellar, what was your 
business affiliation before you came with the Department of Defense? 

Mr. McKetxar. I was director of Government sales for McCulloch 
Motors Corp., Los Angeles, sir. 

Mr. Motrer. Are you full-time with the Department of Defense ? 

Mr. McKetuar. Yes. sir. 

Mr. Mourer. And what was Mr. McGuire’s affiliation in business 
before he came with the Department ? 

Mr. McKetiar. I am not sure, sir. He was affiliated in the mer- 
chandising business. I believe he was with Allied Stores, and I may 
stand corrected, but I think he was chairman of the board. 

Mr. Chairman, may I say this, that during my short tenure with 
Mr. McGuire I have found him to be one person who is very, very 
interested in small business, and I think of the hours he has spent 
on the job, that the greatest percentage of his time has been consumed 
with my problems and the entire small business area, which I am very 
grateful for and I think you gentlemen should be grateful for, too. 

Mr. Mutter. We are grateful for all of the fine services that Mr. 
McGuire and you and the other men in the Department of Defense 
and other Government agencies are rendering. Maybe some day— 
and I am not so sure it would be a good thing—we will have career 
men who devote themselves all their lives just for the service and 
move up from one spot to another in procurement. They are in- 
clined to get one-sided views, too. I think this country, as long as it 
will be a free democratic country. will always call upon its citizens 
from all walks of life to participate in the operation of government, 
and we can have good government only as long as they are willing to 
do that. So we are grateful to the businessmen who give up their 
outside connections and come to the Government to try to do a better 
job, of course. 

Our job is as representatives of the people and also coming from 
all walks of life to keep insisting that congressional intent be fulfilled 
insofar as possible. Nobody disagrees. This committee, every time 
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it meets, makes the statement more or less in the same language. The 
substance is alw ays the same, and that is that small business itself is 
the backbone of our free enterprise economy. Nobody challenges that 
statement. But we are not getting anywhere in helping to improve 
their lot in our economy. It is getting worse year after year, and again 
this is not directed against you or Mr. McGuire. It is directed against 
the system that we are up against. We must do something to correct 
the situation. I am sure nobody wants this country to finally wind up 
with nothing but big business. 

Mr. McKe war. Right. 

Mr. Mcurer. And I think we are ver v much concerned about it. I 
think Mr. Riehlman indicated in his statement just before you read 
Mr. McGuire's statement that we just haven't been getting full co- 
operation from Government departments. There is too much re- 
sistance on the part of the Defense Department to accomplish the 
intent of Congress. 

Now, let’s refer a moment to your directive on page 2, the bottom 
of the page, of your statement: 

This directive also calls for the appointment in each procurement office of the 
military departments, small business specialists. 

Well, that is nothing new. You have had a small business specialist 
in all of the various departments for many years; isn’t that so4 

Mr. McKeuuar. I believe that directive 4100.10 clarified what the 
purpose of the small business specialist would be and set forth the 
duties of the small business specialist within the departments. 

Mr. Srevy-Brown. Could I ask a question ? 

Mr. Mutter. Surely. 

Mr. Srery-Brown. Does the small business specialist in fact have 
any authority? In other words, if a small-business man comes to me 
with a problem, and in an effort to be of assistance I refer him to the 
small business specialist where the problem is presented, can that 
small business specialist give a direct answer to the man about his 
problem ? 

Mr. McKe tar. You speak about authority, sir. He can give a 
direct answer. Now, in the area of authority, are you asking whether 
he has authority to overrule a contracting officer’s determination ? 

Mr. Serty-Brown. I mean is he vested with enough authority to 
actually provide bona fide help / 

Mr. McKetuar. Yes, sir; very much so. 

Mr. Srety-Brown. I am not trying to make my question unfair or 
critical, but I mean, if we actus uly send a small-business man down to 
the small business specialist is that person, in your considered judg- 
ment, really able to help, or does he just pass the buck to somebody 
else ? 

Mr. McKetiar. No, sir; in my judgment, Mr. Congressman, he is 
in the position. He is there to do a job, and my personal contact with 
the people indicates they do a good job. 

Mr. Rrenuman. May I follow up with this question: Just how far 
can he go with the problem of making a decision / 

Mr. McKetrar. I am not sure, Mr. Congressman, the extent of his 
authority in contrast with the extent of the authority of the con- 
tracting officer. I would rather refer that question to the military 
departments. 
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Mr. Rreuiman. Isn’t it true that the specialist is there to give ad- 
vice and assistance, and that is about as far as he can go? 

Mr. McKetuar. I know he is there to give advice and assistance. 
However, how much further it goes I would rather refer to the 
departments. 

r. Mutter. To what extent does he participate in the set-aside for 
small business ? 

Mr. McKetuar. The role of the small business specialist in a set- 
aside program, as I understand it, is that of determining what small 
business there is in the field that can supply the items that you require. 
If you are going out on a large procurement and the small business 
specialist feels in his own mind that there is ample competition among 
small business then he and the small business specialist can make a 
joint determination to set aside so much of this to go to small business, 
earmarked special for small business. 

Mr. Mourer. Can the small-business specialist make the determina- 
tion ? 

Mr. McKetxar. It isa joint determination. 

Mr. Moturer. But he can’t make the determination? He can only 
make the recommendation to the contracting officer ? 

Mr. McKetxar. Oh, it is the contracting officer, sir, that makes the 
determination of how much will go to small and large business. 

Mr. Muurer. That is the point I make. The small-business 
specialist comes in and all he can do is make a recommendation to his 
superior, the contracting officer, who makes the decision and that is it, 
and then the small-business specialist can simply sit around and advise 
as to what is to be done from there in. 

Mr. McKetxar. That is correct. The small-business specialist can 
make a determination unilaterally that so much should go to small 
business. Again, I understand he does not have the authority to over- 
rule the contracting officer. In other words, if the contracting officer 
says, “No, I don’t believe we should have a set-aside for small business, 
small business can compete in the contract and they will receive their 
equitable share, and there is no reason for set-aside,” then I think the 
contracting officer overrules the small-business specialist. 

Mr. Srety-Brown. Sir, can you tell me, is there a policy board for 
procurement, as such, in the Department of Defense ? 

Mr. McKetxar. There is an Armed Services Procurement Regu- 
lations Committee, which is an implementing board, in directing 
regulations based on our policies. If you are referring to a board 
made up of gentlemen to review procurements as such and make 
determinations of their own 

Mr. Szety-Brown. What I am getting at is, who actually deter- 
mines procurement policy ? 

Mr. McKetxiar. The Armed Services Procurement Regulations 
Committee implements the material secretaries’ recommendations. 

Mr. Srriy-Brown. That is composed of? 

Mr. McKetxar. Colonel Fergosi as Chairman—— 
ae Srety-Brown. What groups, not necessarily by name but by 
title. 

Mr. McKetuar. The ASPR Committee is made up of members 
of the three departments, chaired by Col. Albert Fergosi, who is a 
member of the Department of Defense. They have many subcom- 
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mittees going into different areas that affect purchasing from all 
ends of procurement policies. In fact, some of these sub- 
committees 

Mr. Srety-Brown. But that committee is basically responsible for 
determining policy of procurement ? 

Mr. McKettar. Yes, sir. 

Mr. Sre.y-Brown. And they would determine overall policy which 
would affect how much procurement was made available to small- 
business concerns ? 

Mr. McKetuar. No, sir; their authority doesn’t extend that deeply. 
May I explain it this way: Secretary Wilson or Assistant Secretary 
McGuire, with counsel of the Assistant Secretaries for the depart- 
ments, may agree that a certain clause or provision or policy should 
be put into effect on procurement policies. That is then directed to 
the Armed Services Procurement Regulations Committee. It is their 
duty and obligation to implement this in ASPR, which we refer to 
as our bible on procurement. ASPR themselves do not make deter- 
minations of what percentages should go to small business or what 
procurement should go to small business. That is left up to the con- 
tracting officers in the field who actually do the procurement whose 
responsibility it is to see that they buy the best things for the Govern- 
ment, the best quality and best quantity and at the best price. 

Mr. Sree.y-Brown. I am still uncertain as to just how close any 
small-business specialist in the field actually gets to the policy level ? 

Mr. McKetuar. If we leave a certain amount of discretion to the 
contracting officer to determine in set-asides how much will go to 
small business or if a certain part should go to small business, then 
he has as his counsel and adviser a small-business specialist, and that 
man’s obligation and his duties are to see that small business receives 
the equitable opportunity there to compete. Now, if possible equitable 
opportunity would equate to a set-aside, and it is up to him to con- 
vince the contracting officer that this certain part should go to small 
business. In certain cases we may have a very ambitious small- 
business specialist who may say the contract for the B-52 should go 
to Ajax Clock & Boiler Works. If the contracting officer is a prudent 
man, he will say he is sorry he will have to disagree that your set- 
aside for bombers isn’t going to small business. 

Mr. Rrentman. May I ask this question: With respect to small 
business specialists to which you have referred, have you had an op- 

ortunity to review the background of the procurement officers to 

now what their background had been and what their knowledge is 
of the small-business problem ? 

Mr. McKe tar. In my present capacity I have not reviewed the 
individual backgrounds of each procurement officer, Congressman 
Riehlman. Prior to my time here, I had a close working familiarity 
with many of the contracting and procurement officers. This is also 
during the time of the small-business set-asides and so on. I found 
them to be primarily, if it is a technical substance they are buying, 
then they are primarily people of a lot of technical knowledge, which 
is certainly one of the basic assets you should have if you are going 
to buy technical equipment to know what you are buying. I also 
found that there was very little apathy with regard to procurement 
from small business. That surprised me because I thought that many 
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of them would have the feeling that the easiest way out was to go 
ahead and procure from the guy, you know, that you are sure can 
do the job, but I am sure that all of them believe, and I think this is 
common among the three services’ procurement officers, that they are 
people who are very conscious of our small-business problems and 
welcome the small-business specialists to advise them in this area. 
In conclusion, I say generally they are competent people. 

Mr. RresuMan. Then i in many instances the procurement officers, 
as you have said, are dealing in specific items and need a technical 
training background to know the qualifications of the people who are 
Ww illing t to produce that type of item. 

Mr. McKetnar. Especially in the field of research and development, 
Congressman Riehlman, where it is so nebulous that it is difficult for 
a layman to walk into the job as procurement officer to buy technical 
items of the nature that it is hard even for a technical man to 
understand. 

Mr. Murter. Well, it has been our experience as we have gone 
through the country, and I am not going back just to the last session, 
but all of the w ay back to almost the inception of the Small Business 
Committee, we found that you went to certain procurement officers 
and if the head of the office, the commanding officer or man in charge 
is favorably disposed to helping small business, you have got small- 
business specialists who are breaking their backs to do a job for the 
small-business man. But you get into a procurement office where 
there is an antipathy to smail business and the small-business specialist 
is compelled to sit back and twiddle his thumbs. Now, unfortunately, 
that is the rule we found as we went through the country rather than 
the exception. The commanding officer or man in charge of procure- 
ment in the particular agency feels he would rather do business with 
big business rather than small business. It is easier for him. He 
feels there is more reliability in dealings with the big company, and 
the small-business specialist is under wraps in those offices. 

Now, that is something we have been calling to the attention of the 
Department of Defense throughout the years. I would like to have 
you and Mr. McGuire give some attention to that and see to what 
extent that situation can be corrected. 

Mr. McKetrar. You certainly have our assurance we shall, Mr. 
Chairman. 

Mr. Mutter. Now, again referring to the directives that Mr. 
McGuire sets forth in his statement at the bottom of page 2, you re- 
ferred to the directive issued on December 16, 1954. The first pur- 
pose is the establishment of a more comprehensive and effective 
Department of Defense small-business program by first defining what 
an equitable opportunity to compete for small business means. 

Now, the last testimony we had on that subject was from Mr. Ham- 
lin, John Hamlin, who was then Director of Small Business for the 
Department of Defense, on July 5,1956. At that time he told us he was 
still struggling and the Department was still struggling for an answer 
or proposed answer to that question. 

Are you any closer to the answer to the question today as to what is 
a good definition of an equitable opportunity to compete for small 
business? 
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Mr. McKetuiar. Mr. Chairman, we speak of an equitable oppor- 
tunity to compete. Mr. Hamlin and I have discussed this, and I think 
the word is self-explanatory. Equitable means that they have the 
same rights and privileges as large business has to compete for Govern- 
ment procurement. Now, in implementing the word “equitable” and 
seeing that there are no inequities in Government activities between 
large and small business is primarily and basically our job. These 
areas, to give you an example; large business may have better facilities 
to manufacture an item and get it out and get it into the hands of the 
military a lot faster than small business, but at the same time maybe 
the military doesn’t require that item that fast, so if you set up a de- 
livery schedule predicated on how fast large business can do it, not 
necessarily on when the military departments need it, then you are 
discriminating against small business. When we investigate and find 
out when the military departments need it, then we say, all right, this 
is your maximum time, we are doing a service for small business, espe- 
cially the companies that may not have the mass production facilities 
to go ahead and get it out ina hurry. 

That is just an area which explains what equitable means and our 
definition. 

We don’t attempt to say, Mr. Congressman, that an equitable oppor- 
tunity will equate to 30 percent or 40 percent or anything else. I think 
that would be unfair to small business, as well as the discretion that 
we give to our procuring officers. 

Mr. Mutrer. Let’s go on to the third of the purposes referred to in 
the directive of December 16, 1954. The directive also calls for the 
appointment in each procurement office of the military departments’ 
small business specialists to perform such functions as are prescribed 
for them by the small business program and the implementation of the 
Department of Defense small business directives. 

Mr. McKetuar. I believe there are 600, sir, in all of the branches. 

[ would rather refer that question to the military departments for 
this reason: that many of them are full time and some are part time 
and I think the military departments have a better rollcall of which 
way they are divided, which are full time and which are part time. 

Mr. Muurer. Will you get for us, please, and submit to us for the 
record a complete statement for the Department of Defense on all of 
the other departments; that is, the Department of the Army, the 
Department. of the Navy and the Department of the Air Force, which 
‘is a part of the Department of Defense—the total number in each 
gerade within each of these areas of full time and part time employees, 
with a record of the gross salaries paid currently, and I would like to 
have the same information for the fiscal year 1954. Can you get that 
information for us? 

(The requested material will appear in pt. IT, as it did not reach 
the committee in time for inclusion in pt. I.) 
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Mr. McKerxar. Mr. Chairman, do I understand that is fiscal 1954 
through the current period ¢ 

Mr. Mutrer. Give it to us for fiscal year 1954 and we will take that 
as a comparison of what you have today. 

Mr. McKetiar. You are talking about their service grade or else 
their civil-service pay grade? 

Mr. Mutrer. Are any of these small-business specialists other than 
civilian employees ? 

Mr. McKetxar. I believe the part time, many of them are military. 

Mr. Mutter. Military ? 

Mr. McKetiar. Yes. 

Mr. Mutrer. Give us both classifications and indicate what it is by 
classification, if you will, please. 

Mr. McKetxar. I certainly will, Mr. Chairman. 

Mr. Murer. We have made the suggestion before and we will make 
it to you and ask you to give us an answer to it, if you can, either now 
or submit it to us at a later time: Why is it not feasible and why would 
it not be a better program if instead of small-business specialists being 
an employee of the Department of Defense, why should he not be an 
employee of the Small Business Administration assigned to your De- 
partment? Why wouldn't that te us a better job ? 

Mr. McKrtiar. Mr. Chairman, I think this question you state was 
considered a couple of yearsago. I think Mr. Barnes, the Small Busi- 
ness Administrator, proposed a policy something like that. After the 
proposal of this program, I believe that it was never followed through, 
and I would like to look up the reasons why it was never carried out 
and submit it for the record. 

Mr. Mutrer. That will be agreeable. 

Ts it still the position of the ‘Department of Defense that the defini- 
tion for small business should be 500 employees ? 

Mr. McKet1ar. Our position in the Department of Defense is that 
the definition of small business should be as was defined by the Small 
Business Administration. 

Mr. Mutter. Will you submit to us—I have asked each of the several 
other witnesses to do so—proposed language that we can write into 
the proposed legislation which will require the Department of 
Defense to abandon the 500-employee rule and use a definition other 
than that? We thought we wrote that in the law the last time. Ap- 
parently we didn’t. We would like to accomplish that. I think I am 
talking now for the full membership of the Small Business Commit- 
tee—not only this subcommittee. If that should still be their conclu- 
sion when we go into executive session, we would like to have the lan- 
guage the Department of Defense will suggest so as to bring about the 
fulfillment of that congressional intent. If you will submit that to us 
at your earliest convenience, it will be appreciated. 

Mr. McKetrar. Yes, sir. 

Mr. Rreutman. The only other question I had, Mr. Chairman, in re- 
spect to the Advisory Committee—which we have spoken of regard- 
ing its being divided between big-business and small-business repre- 
sentatives—is how often is that committee going to meet ? 

Mr. McKetxiar. We will meet quarterly, sir. 

Mr. Rren~Man. Quarterly? 

Mr. McKerxar. Yes, sir. Our first meeting was on the 21st and 22d 
of March, and then we will meet, ostensibly, each quarter thereafter. 
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However, some of these quarters may hit the middle of the summer 
and we might have to push it backward or forward a couple weeks. 

Mr. Rrenuman. If it is possible, Mr. Chairman, I think the com- 
mittee would like to know what is accomplished by these Advisory 
Committee meetings, and if in some way it is possible to inform us 
as to how effective they are and how well this Advisory Committee 
is really delving into this problem of solving a matter which is so 
vital—that of small business getting its reasonable share of this mili- 
tary procurement. 

Mr. McKetiar. Congressman Riehlman, when we established this 
committee, we sincerely felt that it would come up with some mighty 
god and constructive recommendations and advice to us for helping 
small business. For that reason we wanted to have you people receive 
the benefit of knowing who these people are, so we sent invitations to 
you for our first meeting, and I would like to do this at our second 
quarterly meeting. 

You understand now that the people have gone back to their re- 
spective plants and they are compiling information that we have asked 
for and they will be back in Washington in June to submit the infor- 
mation to us and I, at that time, would like to offer invitations to you 
and the members of the committee to review with us some of the recom- 
mendations made by this committee. 

I take it as a completely nonpartisan, nonpolitical type of an advi- 
sory committee for the sole purpose of advising us in areas whree we 
can help small business, and I certainly think I am right in saying 
that that is of great interest to you, as it is to us. 

Mr. Rrentman. Well, I think so, and I think I speak for the 
chairman and for many of the members of the committee, and particu- 
larly our subcommittee, that if it is at all possible it would be desir- 
able for our committee to attend this conference, if we are invited, and 
hear the recommendations that this committee is going to make to the 
Department with respect to what can be done and how best to im- 
plement this problem of assisting the small-business man in getting 
his correct share of the procurement. 

Mr. McKetiar. We would feel honored to have you there, sir. 

Mr. Rren_tMan. Will there be minutes kept of the meetings? 

Mr. McKeutuar. Yes, sir. Under our directive we have to maintain 
minutes of our meetings. 

Mr. Rrenitman. Those would be available for the committee? 

Mr. McKetiar. Yes, sir. 

Mr. Riewiman. And the recommendations will probably be in- 
cluded in the minutes, if we are not able to attend the meeting ? 

Mr. McKetuar. They would be, sir. 

Mr. Rreutman. Thank you very much. 

Mr. Muvrer. Thank you very much, Mr, McKellar. 

Mr. McKetiar. Thank you very much, Mr. Chairman. 

Mr. Mutrer. Next we would like to hear from Mr. Higgins, 
Assistant Secretary, Department of the Army. 

Mr. Jonunson. Secretary Higgins isn’t here and I am here as his 
Deputy. 

Mr. Murer. Will you come forward, please? 

You may ask to join you any of the others in your Department 
that may be of assistance to you. 








274 SMALL BUSINESS ADMINISTRATION 


Mr. Jonnson. I would like to ask Colonel Prather and Mr. Askins 
to accompany me. 

Mr. Muurer. We are very pleased to have you with us. Will you 
identify yourself for the record ? 

Mr. Jounson. Yes, sir. 

My name is Courtney Johnson and I am Deputy Assistant Secretary 
of the Army for Logistics. Mr. Higgins was unable to be here due 
to a long-standing previous appointment in Chicago today and he 
wishes me to express to you, Mr. Congressman, and to the committee 
his regrets that he could not be here today. 

I have a prepared opening statement to read, if that is your pleasure. 
Mr. Mutter. If you will, please. 





















STATEMENT OF HON. COURTNEY JOHNSON, DEPUTY ASSISTANT 
SECRETARY OF THE ARMY (LOGISTICS) ; ACCOMPANIED BY COL. 
L. H. PRATHER, PROCUREMENT DIVISION, OFFICE OF THE DEPUTY 
CHIEF OF STAFF FOR LOGISTICS, REPRESENTING BRIG. GEN. 
A. L. CASSAVANT, CHIEF, PROCUREMENT DIVISION, DEPUTY 
CHIEF OF STAFF FOR LOGISTICS; JACK W. ASKINS, SMALL BUSI- 
NESS ADVISER TO THE ASSISTANT SECRETARY OF THE ARMY 

(LOGISTICS), AND TO THE DEPUTY CHIEF OF STAFF FOR 

LOGISTICS 


Mr. Jounson. Mr. Chairman and members of the subcommittee, 
I appreciate the invitation to meet with you here today. 

The Army small-business policy is fundamentally a plan affording 
qualified small business an equitable opportunity to compete for the 
supplies and services being procured by the Army. 

The Army is aware of the importance the small-business community 
= in our overall economy, as well as the necessity for small 

usiness in the logistics field. It is for this reason that the Army 
maintains approximately 360 small-business specialists at all echelons 
of the Army to work with and assist the qualified small-business firm 
to do business with the Army and maintain its place in our mobiliza- 
tion base. 

In support of the Army small-business program, there has been 
during the past 2 years, a series of procurement conferences with our 
contracting officers and procurement personnel throughout the United 
States. Similar conferences will be held with industry, both large 
and small firms, in order that they might know first hand of Army 
policies and at the same time discuss their problems with the Assistant 
Secretary of the Army (Logistics) and a special panel of experts. 

The conferences have been conducted on an open forum basis and 
the Army small-business adviser has been a member of the panel. 
Small business has been one of the principal items discussed at each 
meeting. 

To further advise industry and Army procurement personnel, in- 
cluding our small-business specialists, we have recently published and 
released two booklets; one, a listing of all Army small-business spe- 
cialists at the Army principal purchasing offices, together with their 
addresses, and the other an alphabetical listing of Army prime con- 
tractors who have received contracts in excess of $1 million and who 
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have expressed their willingness to place a maximum of subcontracts 
with small business. 

Ninety-eight Army prime contractors have submitted their first re- 
port for the period July 1, 1956, to December 31, 1956. Each of these 
prime contractors has indicated a person in his organization who will 
act as liaison for this subcontracting work. 

All of the foregoing adds up to the fact that during July 1, 1956, 
to December 31, 1956, the Army placed 39 percent of its procurement 
dollars with small business on a prime-contract basis. This amounts 
to $778,645,000. 

Mr. Jack Askins, Army small-business adviser and Colonel Prather, 
Procurement Division, Office of the Deputy Chief of Staff for Logis- 
tics, and other specialists have accompanied me for the purpose of 
assisting you ascertain to your satisfaction our inclusion of small busi- 
ness in all phases of our procurement program. 

I would like to ask Colonel Prather to speak to you briefly and then 
have Mr. Askins present the Army small-business policy and program, 
if that is your pleasure. We are prepared to answer any questions, 
but would appreciate the opportunity for Mr. Askins to present the 
details of our program in full for questioning. 

Mr. Mourer. Thank you. 

Colonel Prather. 


STATEMENT OF COL. L. H. PRATHER, PROCUREMENT DIVISION, 
OFFICE OF THE DEPUTY CHIEF OF STAFF FOR LOGISTICS, REPRE- 
SENTING BRIG. GEN. A. F. CASSAVANT, CHIEF, PROCUREMENT 
DIVISION, OFFICE OF THE DEPUTY CHIEF OF STAFF FOR 
LOGISTICS 


Colonel Prarner. Mr. Chairman, with your permission, I should 
like to read a very brief statement. I am Col. L. H. Prather of the 
Procurement Division, Office of the Deputy Chief of Staff for Logis- 
tics, Department of the Army, and am representing General Cassavant, 
who is unable to be here today. 

As Chief of the Procurement Division of the Deputy Chief of Staff 
for Logistics, General Cassavant is responsible for implementation of 
the regulations and procedures by which Army procurement is effected. 
We are trying in every way we can to follow the desires of the Congress 
in carrying out our overall procurement program. 

For any program to be effective it must be implemented whole- 
heartedly at the Field Purchasing Office level. Accordingly, we em- 
phasize the small-business program at Army Area Procurement 
conferences as well as by field liaison visits to the purchasing offices 
to insure that the small-business specialists are actively participating 
on the contracting officer’s team and conversely that the contracting 
officers properly apply the announced policies ; and that they cooperate 
with the small-business specialists and the Small Business Administra- 
tion officials at each pertinent level of procurement. 

The success of this program I personally believe is reflected in Sec- 
retary Johnson’s opening statement. As stated by the Secretary, we 
have our experts here today who will be glad to assist the committee 
to the best of their ability. With your permission, I will now ask 
Mr. Askins to proceed with the detailed presentation. 

Mr. Mouurer. Mr. Askins, we are pleased to have you with us. 
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STATEMENT OF JACK W. ASKINS, SMALL-BUSINESS ADVISER TO 
THE ASSISTANT SECRETARY OF THE ARMY (LOGISTICS), AND 
TO THE DEPUTY CHIEF OF STAFF FOR LOGISTICS 


Mr. Asxrns. Mr. Chairman and members of the committee, I wish 
to present to each of you a leather-bound booklet, incorporating what I 
beheve to be the various phases of the Army small- business policy and 
program and trouble areas which have come to your attention from 
time to time that you might be interested in knowing our precise 
policy. : 

In addition to these booklets, it is my intent to give you in narrative 
form, rather than a prepared st: itement, a bac kground which I feel is 
most pertinent at this time in view of the fact that the Department 
of Army is fully cognizant of the intent and desires of the Congress 
and the wishes of many, many echelons of our Government. 

With your permission, in the front of the book, behind the chart 
that reads: “Army small business policies, program and procedure,” 
you will find an index which refers to each of the tabs. 

With your permission, I would ask you to turn to tab A, for we 
in the Department of Defense are cognizant of the fact that govern- 
mentwide interests in small business lie within every office from the 
Office of the President down through the General Accounting Office, 
who are your policing agency as far as procurement activities are 
concerned. 

I need not enumerate them. However, we are fully cognizant of each 
echelon, agency, and committee interest. 

I would like to submit this list for the record. 


(Document reads as follows :) 


GOVERNMENTWIDE INTEREST IN SMALL BUSINESS 


Office of the President 

President’s Cabinet Level Committee on Small Business 

Council of Economic Advisers 

Office of Defense Mobilization 

Congress 

Senate and House Appropriation Committees 

Senate and House Armed Services Committees 

Senate and House Banking and Currency Committees 

Senate and House Government Operations Committees 

Senate Select Committee on Small Business 

House Select Committee To Conduct a Study and Investigation of the Problems 
of Small Business 

Joint Committee on Defense Production 

Small Business Administration 

General Accounting Office 


Mr. Asxins. We in the Army, for a long time have felt that we 
must go back and seek from the laws, whic h you have given us, what 
you really intended to give us in the way of a message because we feel 
that there are occasions when it is a bit fuzzy when you say that a 
fair proportion shall go to small business. 

I have taken the liberty of extracting from the existing laws which 
we are now working under; namely, Public Law 413, which is the 
Armed Services Procurement Act of 1947, those pertinent abstracts 
which I need not read for the record. However, I would like to present 
them for the record, rather than read them at this time. 
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R T0 (Extracts from existing public laws read as follows :) 
AND 
JANUARY 1957. 
wisl EXTRACTS FROM EXISTING PUBLIC LAWS RELATING TO AND 
h ink GOVERNING SMALL BUSINESS POLICY 
7 and Prepared by Army Small Business Advisor 
from Pustic Law 413, 80TH CoNGRESS, APPROVED FEBRUARY 19, 1948 
‘ecise 
ARMED SERVICES PROCUREMENT ACT OF 1947 
ative Section 2 (b) : “It is the declared policy of the Congress that a fair proportion 
2e] is of the total purchases and contracts for supplies and services for the Government 
. shall be placed with small-business concerns.” 

ment Section 3: “Advertisement of bids shall be a sufficient time previous to the 
2ress purchase or contract.” 

“Specifications shall permit full and free competition as is consistent with the 
hart procurement of types of supplies and services necessary to meet the requirements 

a? of the agency.” 

Ure, “Invitations for bids shall permit full and free competition as is * * *.” 
r we 
rern- Pusiic Law 759, 80rH CoNnGRESS, APPROVED JUNE 24, 1948 
i SELECTIVE SERVICE ACT OF 1948 
Tlice, 
are Section 18 (a) : Utilization of Industry : 


‘“* * * small business shall be granted a fair share of the orders placed * * *.” 
“* * * » business enterprise shall be determined to be ‘small business’ if 
each (1) its position in the trade or industry of which it is a part is not dominant, 
(2) the number of its employees does not exceed 500, and (3) it is independently 
owned and operated.” 





Pousiic Law 774, 81st CoNGRESS, APPROVED SEPTEMBER 8, 1950 
DEFENSE PRODUCTION ACT OF 1950 


Section 2151: Encouragement of small business; allocation of supplies to 
business. 

Section 2151 (a): “It is the sense of the Congress that small-business enter- 
prises be encouraged to make the greatest possible contribution toward achieving 
the objectives of this act.” 

Section 2163a: Small Defense Plants Administration: Creation; independent 
agency. 

Section 2163 (f): “Certification of small-business concern as conclusive pro- 
portionment of business, allocation of materials, and supplies * * *.” 

lems “* * * The Congress has as its policy that a fair proportion of the total 
purchases and contracts for supplies and services for the Government shall be 
placed with small-business concerns * * *,” 

Section 2163 (1): “Fair charge for use of Government-owned property.” 

“To the fullest extent the Administration deems practicable, it shall make a 
Yair charge for the use of Government-owned property and make and let cun- 


, We tracts on a basis that will result in a recovery of the direct costs incurred by the 
That Administration.” 

feel 

at a PusLic Law 163, 8838p ConGrRess, APPROVED JULY 30, 1953 

iich TITLE II, SMALL BUSINESS ACT OF 1953 

the Section 202: “* * * security and well-being cannot be realized unless the 
acts actual and potential capacity of small business is encouraged and developed.” 
sent Further stated: “It is the declared policy of the Congress that the Government 


shouid aid, counsel, assist, and protect insofar as it is possible the interests of 
small-business concerns in order to preserve free competitive enterprise, to insure 
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that a fair proportion of the total purchases and contracts for supplies and 
services for the Government be placed with small-business enterprises, and tu 
maintain and strengthen the overall economy of the Nation.” 

Section 207: SBA power to loan small-business money. 

Section 212 (d) : Power to certify firms with respect to their competency, as to 
capacity and credit, to perform a specific Government procurement contract. 


Pusiic Law 268, 84tH ConGress, APPROVED AUGUST 9, 1955 


SMALL BUSINESS ACT OF 1953, AMENDED 1955 


The purpose of this amendment was to clarify certain portions of the Smail 
Business Act of 1953. 










Pustic Law 295, 84rH ConeGRESS, APPROVED AuGuST 9, 1955 


DEFENSE PRODUCTION ACT AMENDMENTS OF 1955 



















“In order to further the objectives and purposes of this section (sec. 701 of 
the Defense Production Act of 1950), the Office of Defense Mobilization is di- 
rected to investigate the distribution of defense contracts with particular ref- 
erence to the share of such contracts which has gone and is now going to small 
business * * * either directly or by subcontract * * * review policies and pro- 
cedures and administrative arrangements now being followed in order to in- 
crease participation by small business in the mobilization program * * * to 
explore all practical ways, whether by amendments to laws, policies, regulations, 
and administrative arrangements (or otherwise) to increase the share of de- 
fense procurement going to small business * * * and to make a report to the 
President and the Congress * * * encompassing (among other things) specific 
recommendations by the Office of Defense Mobilization for further action to 
increase the share of procurement going to small business.” 


Pustic Law 639, 84rH ConGcREess, APPROVED JULY 2, 1956 
DEPARTMENT OF DEFENSE APPROPRIATION ACT OF 1956 

























Section 609: “Insofar as practicable, the Secretary of Defense shall assist 
American small business to participate equitably in the furnishing of commodities 
and services financed with funds appropriated under this act by making available 
or causing to be made available to suppliers in the United States, and particularly 
to small independent enterprises, information, as far in advance as possible, with 
respect to purchases proposed to be financed with funds appropriated under this 
act, and by making available or causing to be made available to purchasing and 
contracting agencies of the Department of Defense information as to commodities 
and services produced and furnished by small independent enterprises in the 
United States, and by otherwise helping to give small business an opportunity to 
participate in the furnishing of commodities and services financed with funds 
appropriated by this act.” 

Section 626: “* * * Provided further, That no funds herein appropriated shall 
be used for the payment of a price differential on contracts hereafter made for 
the purpose of relieving economic dislocations.” 


Mr. Asxins. We have, also, after 1947 the Selective Service Act of 
1948 wherein I believe it was implied last year in the Appropriations 
Committee of the House, by Congressman Flood, that we uniquely 
in the Department of Defense had designed to adopt the rule of 500 
as our definition for small business. I refer you to what was passed 
in Public Law 759, 80th Congress, wherein it sets forth the rule of 500. 

In addition to this, we had superimposed upon us during the Korean 
conflict the Defense Production Act of 1950 and therein you in Con- 
gress said to us again, “We want you to take a look at this small busi- 
ness picture.” We have tried to, fairly and squarely, do this. 
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In addition, Public Law 163 was a outgrowth of the Defense Pro- 
duction Act of 1950, as amended, wherein you set forth the Small 
Defense Plants Administration and then subsequently the Small Busi- 
ness Administration. 

This organization—all agencies of Government are cognizant of 
their being, what you have given them in the way of authority, and 
there is, I believe, at this time the best spirit of cooperation between 
the Small Business Administration and the agencies of the Govern- 
= that has ever existed since the Smaller War Plants Corporation 

ays. 

We, of course, appreciate that you have not given to the Small Busi- 
ness Administration those powers that were given to the Smaller War 
Plants Corporation, namely, a price differential, but other authority 
has been given to them, i. e., the certificate of competency. 

Public Law 195 of the 84th Congress amended the Defense Pro- 
duction Act and gave us another facet of government to look into our 
activities, and to report to the President and the Congress. We worked 
very closely with the Office of Defense Mobilization and fully informed 
them of our activities, our directives, our Armed Services Procurement 
Regulations and the mediums used by Army, Navy, and Air Force. 
This report, in my opinion, was favorable in some instances and in 
others it was unfavorable, but the conclusions arrived at by that re- 
port were acted upon by the Department of Defense and as a result 
made the small business program of the Department of Defense a 
better program which we now have to date. 

Then in keeping with all these laws that we try to follow, we have 
each year the Department of Defense Appropriations Act and that 
has been the same for the past five or six years. I quote one part 
which we feel we are compelled to comply with: 

Section 626 states, “Provided further, that no funds herein appro- 

yriated shall be used for the payment of price differentia] on contracts 
ereinafter made for the purpose of relieving economic disclocations.” 

Based on all of these laws, their interpretations, the guidance of the 
General Accounting Office, Counsel of the Department of Defense, the 
Army, the Navy, and Air Force, we endeavored to come forth with 
Department of Defense directives—namely, we set forth our policy 
relating to small business. 

Mr. McKellar has enumerated these for you in Mr. McGuire’s open- 
ing remarks. 

‘Mr. Mourer. Let me interrupt you. You are about to pass from 


the matter of statutes, that you are concerned with, to another subject. 
Mr. Asxins. I am just going in sequence to our implementation, 
next, will be our policy. 
Mr. Mutrer. Before you get to rene implementation, may I inter- 


rupt you? I think now you may have touched upon the real source 
of the trouble as to why the Department of Defense resists so strongly 
the change of definition. 

Mr. Asxrns. No. sir. 

Mr. Muurer. Well, maybe not. Let me direct your attention to 
the fact you set forth here an excerpt from Public Law 759 of the 
80th Congress, approved June 24, 1948, which is the only statute you 
rely on unless somewhere else later in your statement you refer to 
another statute, but I am assuming you are now passing from statutes 
to another matter. 
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Mr. Asxrns. Right, sir. 

Mr. Muurer. You do not set forth what we think is the most im+ 
portant statute on the subject of definition, which is the law as written, 
as we rewrote it, and as it is now in section 203 of the Small Business 
Act of 1955, and again I will quote it for the record. 

Sec. 203. THe Purpose Fro THis Tirte. A small-business concern shall be 
deemed to be one which is independently owned and operated and which is 
not dominant in its field of operation. In addition to the foregoing criteria, the 
Administration making a detailed definition may use these criteria, among 
others: The number of employees, dollar volume of business. 

Then I turn to the last part of the same act, in section 224: 

All laws and parts of laws inconsistent with this act are hereby repealed to 
the extent of such inconsistency. 

Mr. Askrns. Yes, sir. 

Mr. Mctrer. Now we intended by enacting section 224, and I am 
certain we did thereby repeal Public Law 759 of the 80th Congress, 
and it ought to be deleted from anything and everything in the De- 
partment of Defense records. It ought not to be used by them at 
anv time or place, so far as definition is concerned. 

Mr. Asxins. We are fully cognizant of the fact, Mr. Chairman, 
that, when a public law comes out on a subject such as this definition, 
that old law is killed, and I was going to, later in the discussion, go 
into my having been the Army member of the task force of the Small 
Business Administration and trying to work out a definition which 
was recently adopted. 

Mr. Muurer. What was the position of the Army representative 
on the task force set up by the Small Business Administration to 
evolve a definition in accordance with the statute as enacted by the 
Congress? Was it the position of the Department of the Army that 
the 500-employee rule should be continued ? 

Mr. Asxtns. It was the unanimous decision of the task force that 
we felt—— 

Mr. Mutter. I don’t want to know that. We know all about that. 
I want to know now: What was the position of the Department of the 
Army in that task force ? 

Mr. Asxrns. The position of the Department of Army, sir, at that 
time, was the fact that we recognized that, industry by industry, 
going on the industry side of the table, is a more equitable way of 
considering a definition, but we also know, in looking at it from the 
Army side of the table, that administratively it is very unwieldy and 
would be terrifically burdensome. 

Mr. Metter. Did the Department of the Army recommend that 
the 500-employee rule be discarded ? 

Mr. Asxrns. No, sir; we did not. We accepted the 500 rule on the 
basis of what the law gave to the Small Business Administration, and 
that is that any firm that they choose, that they wanted to certify, 
we would gladly accept them, and we still do. 

Mr. Murer. Of course, you gladly accept it. That is the law. 
You must accept it. 

Another section of this same law I did not take the time to read 
provides that any time the Small Business Administration issues a 
certificate that a firm is or is not small business, you, the Department 
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of the Army, the Department of Defense, are bound by it. You have 
no choice. 

Mr. Asxrns. We are cognizant of that. 

Mr. Mutter. Very good. Now we come back again to the question 
of the regulation. Asa result of the task-force meeting and its recom- 
mendations, the Small Business Administrator did then issue his 
definition for procurement of 500 employees, but at the same time 
issued his definition for lending purposes of industry by industry. 

Mr. Asxins. Right, sir. 

Mr. Murer. Now, I want the record very clear on this so there 
will be no mistake about it. Regardless of the reasons that oe 
you to do it, it was the position “of the Department of the Army and 
you did recommend against the changing of the 500-employee rule. 

Mr. Asxins. With one clarificé ition, sir, and that is that considera- 
tion be given to 500 and less. It is 500, including its affiliates, and 
also not dominant in its field. That is the present definition. 

Mr. Muvrer. And are you overlooking the independently owned 
and operated ? 

Mr. Asxrns. No, sir; we are not. 

Mr. Mutrer. That is part of the definition, too? It must be inde- 
pendently owned and operated, and not dominant in its field. 

Mr. Asxins. And not dominant in its field; that is right. 

Mr. Muvrer. And not more than 500 employees. 

Mr. Asxins. That is right, or the other alternative is that the Small 
Business Administration can certify a concern and we accept it. 

Mr. Mutrer. That is the mandate of the law. 

Mr. Asxins. That is right. 

Mr. Mutrer. Quite apart from that, the law requires the Small 
Business Administrator to, by regulation, set up a definition in ac- 
cordance with the provision of section 203, and it was the recommenda- 
tion of the Department of the Army, so far as the Army is concerned, 
that 500 employee maximum number be retained ? 

Mr. Asxins. With the modifications, sir. 

Mr. Murer. Very good. 

Mr. AskIns. May I continue ¢ 

Mr. Mutter. Yes, please. 

Mr. Asxins. Thank you. 

It was purely a mistake on my part in not deleting or carrying 
through on this. What I was trying to do, in extracting these laws, 
was to try to go back and show a historical background, to set a stage, 
for what we have tried to come up with as to polici ies and procedures, 
as far as the Army is concerned. 

Mr. Murer. Mr. Askins, bear in mind there is nothing personal 
about these remarks or these questions. 

Mr. Askins. I appreciate that, sir. 

Mr. Murer. What you pointed out with reference to the 1948 law, 
with reference to the Department of Army, this committee has found 
has been followed in each of the other departments, too. We just can’t 
get any of you to make a change from that which existed prior to 1948 
and was written into the law in 1948. Despite the tremendous pres- 
sure at that time, that the arbitrary 500-employee definition as adopted 
by regulation should be changed, it was written into the law in 1948. 
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We have been trying to get it out ever since. We have gotten it out 
of the law, but we have not gotten it out of the Department. 

Mr. Asxins. Yes,sir. All right, sir; thank you. 

Army policy and the Army program is set forth in Army Regulation 
No. 715-3, and change No. 4, and with your permission I should like 
to present this regulation for the record, because I feel that it is the 
only one place that we have a document that clearly sets forth what 
our policy is as far as (1) cooperation with the Small Business Ad- 
ministration, (2) our program, and (3) our subcontracting program. 
(Regulation 715-8 and change order 4 are as follows:) 














*AR 715-3 
ARMY eo Tt DEPARTMENT OF THE ARMY 
No. 715-3 WASHINGTON 25, D. C., 29 February 1956 


PROCUREMENT 
DEPARTMENT OF THE ARMY SMALL BUSINESS POLICY 


Section I. GENERAL Paragraph Page 
I et is hid hh ettibn din dbedneiediem 1 1 

II. DEPARTMENT OF THE ARMY SMALL 
BUSINESS PROGRAM 














Responsibilities and procedures_____________-_-_ 
III DEPARTMENT OF THE ARMY SMALL 
BUSINESS SUBCONTRACTING POLICY 

























NNR atthe neach er eneggndncsdenicdetascsteteoah Aiceasas noone 5 5 
lk si th iene mab aieeldele 6 5 
TO IIUIONOE. Sdn i dh i i otkhe 7 5 
IV. COOPERATION WITH THE SMALL BUSI- 
NESS ADMINISTRATION 
Dee Te a eseserniamesei 8 7 
re a els 9 8 
Specific policies and procedures__.____._._.__.--__ 8 


SecTIon I 
GENERAL 


1. Purpose. The Department of the Army Small Business Policy, as set forth 
in these regulations, is to establish— 

a. A more comprehensive and more effective small business program, and 

b. A fully integrated and cooperative program of joint activities, directed to- 
ward the discharge of the common responsibility of the Department of the Army 
and the Small Business Administration that a fair proportion of the total pur- 
chases and contracts for supplies and services for the Army be placed with small 
business concerns. 
Section II 


DEPARTMENT OF THE ARMY SMALL BUSINESS PROGRAM 


2. Purpose. The Department of the Army Small Business Policy is to establish 
a more comprehensive and more effective Small Business Program. 

3. General. A fair proportion of the total purchases and contracts for supplies 
and services for the Army will be placed with small business concerns, whether 
TAGO 5434B—Mar. 360485°—56 









*These regulations supersede DA Circular 715-1, 24 June 1955. 
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as prime contractors, subcontractors to, or suppliers. With respect to prime con- 
tracts, this objective will be accomplished by affording small business concerns 
an equitable opportunity to compete. This policy applies to both advertised and 
negotiated procurements. 

a. Bidders’ mailing lists will include the names of established small business 
suppliers and of such potential small business suppliers as have made acceptable 
application for inclusion on such lists. 

b. In accomplishing a procurement, the procuring officer will, so far as it is 
consistent with military necessity, solicit bids or proposals from all the business 
concerns on the list or, where the entire list is not being solicited, from appro- 
priate established or potential small business concerns in a pro rata proportion. 

c. In planning procurement, division into reasonably small economically sound 
production lots, time allowed for the preparation and submission of bids or pro- 
posals, delivery schedules, specifications and other provisions will be determined, 
consistent with military requirements, in a manner to encourage participation 
by small business concerns. 

d. The opportunity to submit bids for quantities less than the total require- 
ment should be extended to the maximum practical extent. 

e. Small business participation will be increased through a continuing active 
search for potential small business suppliers. 

4. Responsibilities and procedures. 

a. Small business specialists. To the extent to which the following actions 
have not already been taken: 

(1) The Assistant Secretary of the Army (Logistics) will appoint an Army 
Small Business Advisor who will be responsible for counseling the As- 
sistant Secretary of the Army (Logistics) and the Deputy Chief of Staff 
for Logistics in matters relating to small business including the estab- 
lishment, implementation and execution within the Department of the 
Army of an appropriate Small Business Program. The Army Small 
Business Advisor will also be responsible for representing the Assistant 
Secretary of the Army and the Deputy Chief of Staff for Logistics in 
negotiations with the Small Business Administration and other agencies 
of the Government in matters relating to small business policy. Nego- 
tiation with Government agencies or departments outside the Depart- 
ment of the Army concerning Army small business policy and program 
will be conducted through the Army Small Business Advisor. 

(2) The Department of the Army will establish an office of Small Business. 
The chief of this office will also serve as the Advisor on Small Business 
to the Assistant Secretary of the Army (Logistics) and the Deputy 
Chief of Staff for Logistics. He will be responsible for the develop- 
ment of the Department of the Army Small Business Program imple- 
menting the Department of Defense Small Business Policy and Program, 
and for its staff supervision. He or his designee will represent the 
Department of the Army in negotiations with other miltary Depart- 
ments or Governmental agencies on matters affecting Small Business. 
The Chief of the Office of Small Business will devote his efforts 
exclusively to small business matters. 

(3) Small Business Specialists will be appointed in each principal procure- 
ment office and intermediate offices of the Department of the Army. 
They will be full time or part time as the scope of their assigned 
duties may require. The Senior Small Business Specialist in any pro- 
curement office will be appointed on a full time basis by name and in 
writing and will report to the appointing authority. The Depart- 
ment of the Army will designate the appointing authority in such a 
manner as to insure that the Small Business Specialists appointed 
will maintain the necessary independence of thought and action in the 
performance of their functions. Selection of individuals to serve as 
small business specialists will be the responsibility of the appointing 
authority. They will be men of high caliber, preferably civilians, whose 
experience in or with small business and whose interest in the welfare 
of the smali business community especially qualify them for this work. 

(4) Small Business Specialists will perform such functions as are prescribed 
for them by the Army Small Business Program in implementation of 
the Department of Defense Small Business Program. 
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b. Procurement. Procurements of items, the bidders’ mailing lists for which 
include the names of established or potential small business suppliers and such 
other procurements as may be considered appropriate, wil be handled by contract- 
ing officers in such a manner as to insure that small business concerns receive an 
equitable opportunity to compete for the business. To this end the Department 
of the Army will include in the Army Procurement Procedure (APP) provisions 
requiring that, as to each such procurement, the following conditions prevail: 

(1) The procurement is divided into, or bids or quotations may be sub- 
mitted on, such reasonably small economically sound production lots 
as will enable and encourage small business concerns to make bids 
or quotations on such procurement or portions thereof, unless such divi- 
sion is clearly to the disadvantage of the Army. 

The required delivery schedules, consistent with military necessity, are 
such as not to preclude competent small business concerns, including 
potential suppliers, from meeting them. 

Specifications and drawings when applicable, or in their absence, all 
necessary pertinent data are made available to small business concerns 
in order that they may intelligently compute their bids or proposals. 

(4) Adequate and appropriate publicity, including the use of the Synopsis 
of Proposed Procurements in accordance with APP 2-206, is provided on 
a timely basis. 

(5) Sufficient time, consistent with military necessity, is allowed to enable 
potential sources as well as established sources to adequately prepare 
and submit their quotationis. 

c. Small business administration. The Small Business Administration will, 
by agreement with the Department of Defense, assist in the accomplishment of 
paragraphs 3a and e. 

(1) The Department of the Army will afford to the representatives of the 

Small Business Administration, upon request, the opportunity to inspect, 
study and transcribe information from the bidders’ mailing lists, and 
will make available to the Small Business Administration representa- 
tives such additional information as may be at hand and as may be 
necessary to enable the Small Business Administration representatives 
to determine whether in their opinion small business firms are pro- 
portionately represented on any specific list. 
In those cases in which, in the opinion of either the Small Business 
Administration or the Department of the Army, small business con- 
cerns are not properly and proportionately represented, the Small 
Business Administration or the Department of the Army will endeavor 
to discover additional potential suppliers and encourage them to apply 
for inclusion in the list in question in the manner prescribed by the 
Department of the Army. 

d. Access to list of firms or facilities. The Department of the Army will give 
to representatives of the Small Business Administration access to any and all 
lists of small business firms or facilities which they have prepared for the purpose 
of consolidation by the Small Business Administration with such combined in- 
ventories of small business concerns and their facilities as the Small Business 
Administration may deem it advantageous to maintain. 

e. Mobilization planning. The general principles providing for giving small 
business firms an equitable opportunity to produce a fair share of Department 
of the Army requirements of goods and services will be extended to mobilization 
planning. To the maximum extent possible consistent with considerations of 
efficient production, geographic dispersion of facilities, and other military factors, 
those elements of the Department of the Army engaged in mobilization plan- 
ning will, with respect to items, the bidders’ mailing lists for which include the 
names of established or potential small business concerns, conduct planning 
with small business firms. 

f. Meetings. The Army Small Business Advisor will meet monthly with the 
Small Business Advisor to the Assistant Secretary of Defense (Supply & Logis- 
tics) and the Small Business Advisors of the Navy and Air Force, together 
with such officials of the Small Business Administration as are designated by the 
Administrator of the Small Business Administration. The purpose of such 
meeting will be to evaluate reports, statistical and otherwise, concerning the 
effectiveness of the Department of Defense Small Business Program and to 
resolve any difficulties that may arise in its operation. In the event there are 
any difficulties that cannot be resolved by this group, they will be referred to 
the Assistant Secretary of Defense (Supply & Logistics), and the Administrator 
of the Small Business Administration. 
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Secrion III 


DEPARTMENT OF THE ARMY SMALL BUSINESS 
SUBCONTRACTING POLICY 


5. Purpose. This section sets forth the policies of the Department of the Army 
with respect to subcontracting to small business concerns, and supplements 
section II. 

6. General. As provided in paragraph 3, a fair proportion of the total purchases 
and contracts for supplies and services for the Department of the Army will be 
placed with small business concerns, whether as prime contractors, subcon- 
tractors or suppliers. With respect to subcontracting, this will be accomplished 
by measures designed to assure that small business concerns are afforded an 
equitable opportunity to compete for defense subcontracts within their 
eapabilities. 

7. Specific policies. a. The Department of the Army will insert in all cost type 
and fixed price supply or service contracts and in all construction contracts, in 
amounts exceeding $5,000 (except contracts to be performed substantially out- 
side continental United States), a clause requiring the contractor to subcontract 
to small business concerns the maximum amount that the contractor finds to 
be consistent with the efficient performance of his contract. 

b. Each business concern hereafter receiving a prime contract in excess of 
$1,000,000 (except contracts to be performed substantially outside continental 
United States) which, in the opinion of the procuring activity placing the con- 
tract, offers substantial subcontracting possibilities, will be urged by the pro- 
curing activity to establish and conduct a “Defense Subcontracting Small 
Business Program” as a means of carrying out the policy stated in paragraph 
6, and as a means of implementing the clause referred to in @ above and stated 
in section 7—104.14, Armed Services Procurement Regulation (ASPR). This 
“Defense Subcontracting Small Business Program” will include as a minimum 
the following provisions : 

(1) The designation of an executive of the company or plant as its Small 
Business Liaison Officer. He will be the contact man with the procuring 
activity and officials of the Small Business Administration on matters 
related to small business participation. He will be charged by the 
contractor with assuring that the company or plant carries out the 
small business subcontracting clause in its contracts, and will be re- 
sponsible for the establishment of an effective “Defense Subcontracting 
Small Business Program” within the company or plant. 

The publication within the company or plant of the “Defense Subcon- 
tracting Small Business Program” of the company, including the policies 
and procedures appropriate to accomplish its objectives. 

The adoption by the company of procurement policies designed to as- 
sure that small concerns will have an equitable competitive opportunity 
to secure defense subcontracts, including, but not limited to—Policies 
and procedures with respect to solicitations, time for the preparation of 
hids, quantities, specifications, delivery schedules and the making of 
awards which will invite and enable participation by small concerns. 
Che maintaining of records showing whether each prospective subcon- 
tractor on the source lists meets the Department of Defense definition 
of asmall business concern. 

The placing in subcontracts (which in the opinion of the procuring 
contractor offer substantial small business subcontracting opportunities ) 
of the small business subcontracting clause appearing in his own contract. 
Requesting major subcontractors (whose contracts, in the opinion of 
the procuring contractor, offer substantial small business subcontract- 
ing opportunities) to establish and conduct “Defense Subcontracting 
Small Business Programs” meeting these requirements. 

The utilization of such information related to potential small business 
sources as is furnished by the appropriate offices of the Department of 
Defense and the Small Business Administration. 

Submission to the procuring activity of such information on subcontract- 
ing to small business as may be called for on forms provided by the pro- 
curing activity. 

c. The Department of the Army, through the small business specialists or 
otherwise, will take such measures as may be necessary to determine the 
adequacy of a contractor's “Defense Subcontracting Small Business Program,” 
and in the event deficiencies are noted will bring them to the attention of the 
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appropriate Small Business Liaison official of the contractor with an appropriate 
request for corrective action. 

d. The Department of the Army will maintain a record of the extent of sub- 
contracting and subcontracting-to-small-business-concerns accomplished by com- 
panies which adopt “Defense Subcontracting Small Business Programs” under b 
above. Such information will be compiled from the forms referred to in Bb (8) 
above. In cases where companies do not adopt “Defense Subcontracting Small 
Business Program,” or adopt it but do not furnish subcontracting reports, 
the record of the Department of the Army will list the company for the period in 
question as “Not reporting.” 

e. The data on subcontracting to small business by defense contractors com- 
piled under d above will be transmitted to the Assistant Secretary of Defense 
(Supply and Logistics) semiannually for consolidation into a Department of 
Defense-wide record of defense subcontracting. 


IV 


COOPERATION WITH THE SMALL BUSINESS ADMINISTRATION 





SECTION 











8. Purpose. This section establishes a fully integrated and cooperative program 
of joint activities, between the Small Business Administration and the Depart- 
ment of the Army, directed toward the discharge of their common responsibility 
that a fair proportion of the total purchases and contracts for supplies and serv- 
ices for the Department of Defense will be placed with small business concerns. 

9. General. The Department of the Army will consult and cooperate with the 
Small Business Administration in assisting small business concerns to partici- 
pate in defense procurement. All policies and programs toward this end sug- 
gested by the Small Business Administration will be given due consideration. 
The following principles will be used in the evaluation of such suggestiens; the 
suggestions will— 

a. Result in a benefit to small business as a whole and will not merely benefit 
one small firm at the expense of another small firm ; 

b. Produce benefits for small business which are worth while when compared to 
the costs in money and effort; 

c. Recognize that the primary consideration and procurement responsibility 
of the Department of the Army is securing contract performance or deliveries 
at the time, in the quantity and of the quality required by the defense pro- 
gram; and 

d. If possible, result in benefits to the Department of the Army such as ad- 
ditional sources of supply or more efficient or better dispersed sources, or such 
as savings on costs of procurements, a more harmonious relationship between 
the Army and its sources, more efficient procedures or other operation advan- 
tages. Proposals generated by the Small Business Administration which are 
adopted will be implemented in the same manner as Department of the Army 
staff proposals. 

10. Specific policies and procedures. «a. Items for which relatively few or no 
known small business sources exist. The Small Business Administration will be 
afforded a cooperative opportunity to discover and secure the listing of small 
business sources for such items, as provided in paragraph 4c. 

b. Sereening of procurements. Representatives of the Small Business Adminis- 
tration, when properly authorized and cleared for security, will be afforded on 
request an opportunity to review each proposed procurement of $10,000 and over 
at the procuring offices and to make recommendations concerning it including 
proposals that it be exclusively or partially set aside for small business con- 
cerns. A similar opportunity to review proposed procurements under $10,0) 
may be extended by the procuring offices where desired. Appropriate desk space 
and telephone facilities will be provided such Small Business Administration 
representatives when assigned to a procuring activity on a full- or part-time basis. 

c. Joint SBA—DOD set-aside for Small Business Program. 'The purpose of 
the program of set-asides for Small Business established below is to increase 
the participation of small business in defense production to the maximum extent 
possible by the set-aside device consistent with the primary procurement respon- 
sibility of the Department of the Army as stated in paragraph 9. This is a joint 
program developed by the Small Business Administration and the Department 
of the Army and directed toward the discharge of responsibilities imposed by law. 
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riate In all reports or press releases of set-asides for small business or other references 

to this program, it will be referred to as a joint SBA—DOD program. In such 
sub- reporting no distinction will be made between set-asides based on proposals of 
com- Small Business Administration personnel as provided in b above and those made 
ler b independently of such proposals. 

(8) (1) Total small business set-asides. The entire amount of a procurement 
mall will be set aside for the exclusive participation of small business con- 
orts, cerns when such action is determined by a representative of the Small 
d in Business Administration and the contracting procurement agency, or, 

in the event of the nonavailability of a Small Business Administration 
com- representative it is determined by the contracting procurement agency 
‘ense to be— 
it of (a) In the interest of maintaining or mobilizing the nation’s full produc- 

tive capacity, or 
(vb) In the interest of war or national defense program. 
(2) Partial small business set-aside. When the entire amount of a procure- 

ment cannot be set aside for small business under (1) above, a portion 
‘ of the procurement will be set aside for the exclusive participation of 
' small business when— 
vram (a) Such action is determined jointly by a representative of the Small 
part- Business Administration and the contracting procurement agency or, 
lity in the event of the nonavailability of a Small Business Administration 
serv- representative, it is determined by the contracting procurement agency 
erns. to be— 
h the . In the interest of maintaining or mobilizing the nation’s full produc- 
rtici- tive capacity, or 

sug- . Inthe interest of war or national defense programs, and 
tion. The quantities can be divided into two or more economical production 
- the runs, and 

(c) Two or more small business sources are known or believed to have the 
nefit technical competence and the productive capacity to supply the portion 
of the procurement being set aside. 
ed to To the extent possible, consistent with the provisions of this section, the 
portion set aside for small business will be such as to make maximum 
nility use of small business capacity. 
eries (3) In cases where the set-aside for small business of either the total amount 
pro- or a portion of a procurement is appropriate and the set-aside could be 
based on either a determination in which a Small Business Administra- 
s ad- tion representative participated or on the separate decision of the con- 
such tracting procurement agency, preference will uniformly be given to the 
ween joint action with the Small Business Administration representative ; but 
ivan inability to take the action on this bases, as, for example, in the absence 
h are of any Small Business Administration representative, will not operate 
Army to obstruct the making of a set-aside by unilateral action in cases that are 
otherwise appropriate. 
or no If, in the light of the facts and circumstances existing at the time of the 
ill be placement of the contract the contracting officer considers that a contract 
small cannot be made with a small business concern without detriment to the 
Government’s interest, (e. g., because of unreasonable price) the con- 
ninis- tracting officer may initiate withdrawal of the set-aside. If the set-aside 
pd on resulted from a joint decision of an SBA representative and the procur- 
| over ing ageney and if the SBA representative does not agree to the with- 
uding drawal, the matter will be referred to the chief of the contracting office 
; con- or his designee, whose decision will be final, unless the chief or his de- 
10,000) signee decides to refer the matter to higher authority, in which event the 
space decision of higher atuhority will be final. A signed memorandum record 
“ation of the withdrawal of any set-aside will be made and retained in the 
basis. procurement file. 


se of 


aenais d. Methods of procurement in small business set-asides, 

raed (1) Total small business set-asides. 

»spon- (a) When a total small business set-aside has been made as a result of a 

| joint determination by a representative of the Small Business Administra- 

tment tion and the contracting procurement agency, as provided in c (1) (a) 

y law. above, the procurement may be entered into by means of negotiation 

or by a method to be known as “Small Business Restricted Advertis- 
ing.” Small business restricted advertising, including awards there- 





SMALL BUSINESS ADMINISTRATION 


under, will be conducted in the same way as prescribed for formal 
advertising under section II, ASPR, except that bids and awards will 
be restricted to small business concerns and the contract will be 
awarded pursuant to the authority of section 214, Small Business Act 
of 1953, as amended. 

All other total small business set-asides will be entered into by means 
of negotiation and the contract will be negotiated pursuant to the 
authority of section 2 (c) (1), Armed Services Procurement Act of 
1947. 

Each invitation for bid or request for proposal which is issued in 
connection with a proposed procurement which has been set aside for 
small business will contain substantially the following notice: 


NOTICE TO PROSPECTIVE BIDDERS OR OFFERORS 


This procurement will be awarded to one or more small business 
concerns. This action is the result of a determination by the Con- 
tracting Officer, alone, or in conjunction with a duly authorized 
representative of the Small Business Administration, that it is in 
the interest of maintaining or mobilizing the nation’s full produc- 
tive capacity, or in the interest of war or national defense programs. 
Therefore, bids or proposals under this procurement are restricted 
to small business concerns and awards will be made to a small 
business concern or concerns. (The Department of Defense defines 
a small business as any concern which, including affiliates, employs 
in the aggregate fewer than 500 employees.) The right is reserved 
to reject any bid or proposal when it is in the interest of the Govern- 
ment to do so. Bids or proposals received from firms not classified 
as small business will be considered as non-responsive. 

2) Partial small business set-asides. All partial set-asides for small busi- 
ness will be procured in the manner provided in this section. 

(a) Invitations for Bids and Requests for Proposals for the unreserved 
portion will be for not less than an economical production run, as will 
also the portion set aside. After award of the unreserved portion, 
procurement of the portion set aside will be effected by negotiation 
pursuant to (c) below. 

Whenever it has been determined to make a partial set-aside, the 

Invitations for Bids or Requests for Proposals covering procure- 

ment of the unreserved portion will state that— 

. An additional quantity of a stated amount has been set aside for 
negotiation with small business concerns exclusively. 

. The right to participate in subsequent negotiation for the quantity 
thus set aside will be conditioned upon the submission of a bid upon 
the items in this procurement at a unit price within 120 percent of 
the highest award made. 

Negotiation for the procurement of quantities set aside will be con- 

ducted only with such responsible bidders or offerors as have pre- 

viously submitted bids or proposals on the unreserved quantities and 
whose bids or initial proposals offered a unit price no greater than 

120 percent of the highest award made. Such negotiation will pro- 

ceed in the following order: 

. Among small business concerns beginning with the bidder or offeror 
which submitted the lowest responsive bid or proposal in connection 
with the unreserved procurement. 

In conducting negotiation for the quantities set aside, it is permissible 
to reveal the unit price of the lowest award on the unreserved por- 
tion; however, cost or other pricing data pertaining to such award 
may not be divulged. 

If the procurement of the entire set-aside quantity cannot be effected 
by the method set forth in 7 above, the unplaced portion of the set- 
aside may be procured in the most appropriate manner. 

When the procurement of the unreserved quantity has resulted in 

one contract only, or in multiple awards all at the same price, awards 

for quantities set aside will be based on a unit price not in excess of 
the unit price of the unreserved quantities. 

When the procurement of the unreserved quantities has resulted in 

multiple awards at different unit prices, awards for quantities set aside 
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will be at a price determined by the contracting officer to be fair and 
reasonable, but in no event higher than the highest price awarded in 
connection with the unreserved quantities. In the absence of changes 
in market prices and other factors requiring consideration the con- 
tracting officer will consider the weighted average unit price of all 
awards made in connection with the unreserved quantities as being 
a fair and reasonable price. The weighted average unit price will be 
ascertained by adding the total dollar amounts of all awards of the 
unreserved quantities and dividing the grand total by the total number 
of units included in all such awards. 


e. Reporting of set-asides for small business 

(1) Public statements of the results of this joint program will be coordinated 
between the Small Business Administration and the Department of 
Defense prior to release and, unless specifically decided otherwise in 
individual cases, will be released as joint announcements. 
The Department of the Army will submit statistical reports of awards 
to small business of procurements totally and partially set aside for 
exclusive small business participation, in accordance with specific 
instructions in Part 3, Section XXX, APP. 

f. Classified procurements. The provisions of 6b and ¢ above will govern 
classified procurements as well as unclassified, provided they are otherwise 
applicable. Classified procurements originating with offices other than those 
belonging to the Army, but for which the Army is the buying agent, will require 
approval of the requiring office. 

g. Publicity. Set-asides of unclassified proposed procurements for small busi- 
ness will be synopsized in the Department of Commerce Bulletin, “Synopsis of 
U. S. Government Proposed Procurement and Contract Awards,” provided, how- 
ever, this requirement will not operate to preclude the making of a set-aside. 

h. Procurement information. Procurement information required by the Small 
3usiness Administration for the purposes of its referred program (primarily on 
procurements where there are insufficient small business sources) will be made 
available to the Small Business Administration on request. 

i. Formulation of policy. In the formulation or revision of procurement policy 
primarily affecting small business, either by the Department of Defense or the 
Small Business Administration, proposed policies or revisions will be fully 
studied and analyzed at meetings of representatives of the Department of De- 
fense and the Small Business Administration. Responsibility for agreement in 
all matters in this field will rest with the Administrator, Small Business 
Administration, and the Assistant Secretary of Defense (Supply and Logistics). 

j. Certificates of competency. 


(1) The Small Business Administration has the authority to certify the 
competence of any small business concern as to capacity and credit. 
Prior to making certifications, the Small Business Administration will 
obtain and consider such technical and financial information concerning 
any firm as may be available from the purchasing activity. Certifica- 
tions as to competency reflect the judgment of the Small Business Ad- 
ministration that the firm is capable of performing and that the Govern- 
ment will not be taking an unreasonable risk of an unsatisfied judgment 
in the event of default, although it is not implied that all possible future 
claims by the Government will be fully satisfied. Contracting officers 
will accept certificates of competency from the Small Business Adminis- 
tration as conclusive without requiring the meeting of any other require- 
ment with respect to capacity or credit. However, in case of grave 
doubt on the part of the contracting officer as to the firm’s ability to 
perform, he will refer the case, with all pertinent available information 
and an indication as to degree of urgency, to higher echelons for review 
prior to award. 

In the event that a small business concern, in spite of having submitted 
an otherwise acceptable bid which would normally place it in a position 
to receive an award, has been found deficient in capacity or in credit 
and for this reason a contemplated award to such a small business con- 
cern is being or may’‘be withheld, the Small Business Administration 
will be advised by the contracting procurement agency of the circum- 
stances and, except in cases where the contracting officer certifies that 
such time interval will seriously affect the required expeditious award 
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of the contract, a period of 10 working days will be allowed in which 
the Small Business Administration may exercise its authority to issue 
a certificate of competency. 

(a) This procedure will not apply to proposed awards of less than $1,000. 

(b) This procedure may be utilized by the procuring agency on proposed 

awards of $1,900 and over and less than $10,000 at its option. 
(c) This proceduie will be followed on proposed awards of $10,000 and 
over. 


[AG 004 (26 Feb 56) LOG/E6] 


By Order of Wilber M. Brucker, Secretary of the Army: 





MAXWELL D. TAYLOR, 
General, United States Army, 
Chief of Staff. 
Official : 
JOHN A. KLEIN, 
Major General, United States Army, 
The Adjutant General. 
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PROCUREMENT 
DEPARTMENT OF THE ARMY SMALL BUSINESS POLICY 


ae) DEPARTMENT OF THE ARMY 
No. 4 WASHINGTON 25, D. C., 16 November 1956 


AR 715-3, 9 February 1956, is changed as follows: 

(As published in C 1, 9 April 1956) These regulations contain a new statement 
of Army policy in connection with the Small Business Program. Procedures in 
part 7, section XXX, APP, are in the process of being revised to conform to this 
new policy. In the interim, procedures in the present edition of part 7, section 
XXX, APP, will govern. 

(As published in C 2, 16 May 1956) APP 30-7027 and APP 30-714a, b, ¢, 
and d are canceled. Section IV, AR 715-3, 29 February 1956, “Cooperation with 
the Small Business Administration” will govern. This new policy will be placed 
into effect at once. 

These changes prescribe reports that will provide information on subcontract- 
ing and other purchasing from small business concerns by military contractors 
conducting Army Subcontracting Small Business Programs. 

7. Specific policies. 

* * 










* . * + . 


b. Each business concern * * * the following provision: 
oe x * * + + ” 





*These changes supersede C 1, 9 April 1956, C 2, 16 May 1956, and C 8, 2 October 1956. 
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(8) (Superseded). 

(a) All business concerns, which establish and conduct an Army Sub- 
contracting Small Business Program, as provided for by these regula- 
tions, will be requested to provide information semiannually on DD 
Form 1140, relating to subcontracting and other purchasing from small 
business, in accordance with the instructions printed thereon. The 
Deputy Chief of Staff for Logistics will arrange for reporting by all 
business concerns for which the Army has ASPPO cognizance (includ- 
ing the identity of the reporting subdivisions of a firm, if any) and 
will supply to the business concerns the report forms and instructions 
for preparing the report. The reports will cover the January through 
June 6-month period and the July through December 6-month period. 
Submission dates of the reports will be 30 August and 1 March, respec- 
tively. The first reports under these regulations are to cover sub- 
tract and purchase payments in the 6-month period from 1 July 
1956 through 31 December 1956. 

(b) A small business concern is one which is not dominant in its field 
of operations and which, including its affiliates, employs fewer than 
500 employees; any firm certified to be a small business, by the Small 
Business Administration, is to be accepted as such. 

(c) For the purpose of section III of these regulations, the term “military 
subcontracts and purchases” refers to procurement by a business 
concern (including nonprofit organizations) of any article, material, 
or service entering into the performance of a military supply, service, 
or facilities contract received by that business concern from a military 
department or another Government agency procuring the requirements 
of a military department, or from another business concern. 

(d) Budget Bureau approval No. 22—-R163 has been assigned to this public 
reporting requirement. 

c.1 (As added by C 3, 2 Oct 56) Only one military department will be respon- 
sible for reviewing the adequacy of a prime contractor’s defense subcontracting 
small business program. Such responsibility will be assumed by the military 
department having mobilization planning cognizance (ASPPO responsibility) for 
the plant or, in the absence of mobilization planning by any of the military depart- 
ments with the contractor, responsibility will be assumed by the department 
having “plant cognizance procurement” as defined in ASPR 4-101.2 (b). If 
neither of the above-cited factors is applicable, assignment of responsibility for 
a prime contractor’s defense subcontracting small business program will be 
effected through coordinated action on the part of the Small Business Advisor 
of the Department of Defense and the Chiefs of the Office of Small Business in 
the military departments. 

« * t as o * * 

[AG 004 (29 Oct 56) LOG/E6] 


By Order of Wilber M. Brucker, Secretary of the Army: 


MAXWELL D. TAYLOR, 
General, United States Army, 
Official : Chief of Staff. 

JOHN A. KLEIN, 

Major General, United States Army, 
The Adjutant General. 
Distribution : 

Active Army: 
Gen Staff, DA Armies 
SS, DA Instl 
Tee Sve, DA Procuring Activities (2) 
Hq CONARC Purchasing Offices (2) 
Army AA Comd Purchasing Officers (2) 
OS Maj Comd Contracting Officers (2) 
OS Base Comd Small Business Specialists (2) 
Log Comd Small Business Representatives (2) 
MDW 

NG: State AG (3). 

USAR: None. 

For explanation of abbreviations used, see SR 320—-50-1. 





292 SMALL BUSINESS ADMINISTRATION 


Mr. Askrns. In further implementation of the Department of Army 
Regulation 715-3 and I was very interested in your questioning 
of Mr. McKellar at the contracting officer level because that is the 
thing that I am interested in seeing that Army policy is properly 
implemented and in simple two syllable words so that the contracting 
officer can have the least amount of difficulty. 

With your permission (and this isn’t in your book), I would like 
to deviate just a bit from what I had intended to do here and to 
cover several points which I would like to clear up on behalf of Mr. 
McKellar, as well as for the Army satisfaction. 

The first question that came up was with regard to the definition 
of an equitable opportunity, and I well remember some 5 years ago 
when I came to Washington, that even this committee and its staff 
at that time, somewhere somehow had latched on to a percentage of 
35 percent as being a fair share for small business. By working with 
the staff members, Congressman Patman and the staff members of 
the Senate Select Committee on Small Business, a lot of salesmenship 
and reasoning was done with regard to: Do we really want to try to 
tie it down to a percentage or do we want to try to tie it down to 
something, that if we give them an equitable opportunity and set forth 
what constitutes an equitable opportunity and let the pamcantage fall 
where it will, depending on the type of procurement that we are doing 
because We are now going into the guided-missile phase of combat 
weapons, which cert: Linky “de not lend themselves to a machine shop 
or small plant, that can be converted overnight. 

We know that they are doing a great deal in subcontr: acting, but 
that is beside the point. The thing we are working on and the thing 
we have the full control over, is prime contracts and we are trying to 
see that small business gets that equitable opportunity. 

Another area that was brought up, as far as Mr. McKellar was 
concerned, and I think we should long consider what we used to use 
in the way of the term “suitable procurement by small business” 
because definitely there are certain items that are suitable and there 
are other items “that are not suitable,” and those two areas I did want 
to mention to you. 

The other thing that came up was on behalf of “small-business 
specialists and what they do.” We have tried to, in the Department 
of the Army, set forth what we feel that our small-business people 
should do at all echelons, whether it be my job, whether it be in a 
technical service as a small-business adviser to the Chief of the Tech- 
nical Service or whether it be the small-business specialist in the 
field. We have tried to set forth broad functions for the small-business 
people, and with your permission, I think that these should be in- 
cluded in the record. 

(The document is as follows:) 


ARMY PROCUREMENT PROCEDURE DA Form 1877 


2-250 Distribution of Invitations for Bids and Requests for Proposals. In 
addition to the distribution of Invitations for Bids or Request for Proposals to 
prospective bidders referred to in ASPR 2-202.1 and 3-101; and APP 2-202.1 
and 3-101¢ additional distribution shall be made as follows: 

a. Procurement Information Center. One copy of every unclassified Request 
for Proposals which is subject to being published in the Department of Commerce 
publica. ons “Synopsis of U. S. Government Proposed Procurement, Sales, and 
Contract Awards” (ASPR 2-206.1 and 3—106.1) and one copy of every unclassified 
Invitation for Bids and one copy of every amendment to each such Request 
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for Proposals or Invitation for Bids, shall be sent directly, on the date issued, 
to the Procurement Information Center, Office of the Deputy Chief of Staff for 
Logistics, Department of the Army, Old Post Office Building, Washington 25, 
D.C. Letters of transmittal are not necessary. 

b. Small Business Specialist or Small Business Representative at Purchasing 
Office. One copy of each Invitation for Bids or Request for Proposals and amend- 
ments thereto, described in a above, will be supplied for display purposes (ASPR 
2-202.2) to the Smal Busines Specialist or Small Business Representative at the 
purchasing office of issuance. Three copies of DA Form 1877, properly com- 
pleted by the Contracting Officer or his authorized representative in accordance 
with instructions contained in APP 30—-713c (1 will then be completed by the 
Small Business Specialist or Small Business Representative in accordance with 
the referenced instructions. 

30—705 Functions to be performed by Small Business Specialists in the 
Department of the Army Small Business Program. 

*” * * * * + * 


t. The Small Business Specialist or the Small Business Representative of the 
purchasing office of issuance will review the entries in items 1 through 22 on DA 
Form 1877, received by him in accordance with APP 2—250b, to assure that Small 
Business has been afforded an equitable opportunity to compete for the procure- 
ment. In the event that the Small Business Specialist or the Small Business 
Representative at the purchasing office considers that an equitable opportunity 
to compete for the procurement has not been afforded Small Business, he will 
bring to the attention of the Commanding Officer of the purchasing office the 
points in question so that corrective action can be taken. The original DA Form 
1877 will then be completed and signed by the Small Business Specialist or Small 
Business Representative at the purchasing office in accordance with the instruc- 
tions contained in APP 30-718c (2) and forwarded to the Senior Small Business 
Specialist at the headquarters of the head of the appropriate procuring activity 
(ASPR 1-201.4). One copy will be retained as a reference by the Small Business 
Specialist or the Small Business Representative at the purchasing office for three 
months after the award of the contract or the completion of action on the Invita- 
tion for Bids or Request for Proposals. The second copy will be signed by the 
purchasing office’s Small Business Specialist or Small Business Representative 
and returned to the Contracting Officer for retention in the permanent contract 
file. 

u. The Senior Small Business Specialist at the Headquarters of the Head of 
the appropriate procuring activity (ASPR 1-201.4) will utilize the completed 
original of DA Form 1877 to analyze preaward activities; (i) to insure that small 
business has been afforded an equitable opportunity to compete for the procure- 
ment, and (ii) for management and statistical purposes. 

30-713 Records Pertaining to Small Business To Be Maintained by Procuring 
Activities and Field Purchasing Offices (other than DD Form 350 and DA Form 
377 Reports). 

* a * + * * 

ec. Preparation and Transmittal of “Data on Proposed Procurement Action’ 
(DA Form 1877) Report Control Symbol CSGLD-S866. 

(1) For each Invitation for Bids or Request for Proposals on a proposed 
unclassified procurement to be made in the continental United States, as 
described in APP 2—250a, which may result in awards of $5,000 or more, the 
Contracting Officer issuing the Invitation for Bids or Request for Proposals 
will prepare DA Form 1877 in triplicate. The signed DA Form 1877 in 
triplicate, will be forwarded together with a copy of the Invitation for Bid 
or Request for Proposal given to the Small Business Specialist or Small 
Business Representative of the purchasing office for display purposes 
(ASPR 2-202.2) on the date of issuance of the Invitation for Bids or Request 
for Proposals (APP 2-250b). 

(2) The Small Business Specialist or Small Business Representative will 
complete his portion of the DA Form 1877, sign and transmit the original 
copy of the form to the Senior Small Business Specialist of the Head of the 
Procuring Activity within two working days subsequent to distribution of 
applicable Invitation for Bids or Request for Proposals, one copy will be 
retained and the second copy returned to the permanent contract file. Letters 
of transmittal will not be used. 


Mr. Asxrns. I would also like to discuss these functions with vou 
for a moment, because I think they are very pertinent. These func- 
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tions give the man a place within the program, within the orpnniestion 
as a part of the team—not just another man that is pushed back in the 
corner if he approaches the contracting officer on a set-aside and he has 
no chance to study it. 

I think all of these factors are very pertinent. 

Mr. Mutter. Before you get into that discussion, I would like first 
to ask you a question about the equitable opportunity. What does the 
Army do to give the small-business man this equitable opportunity or 
to improve the equity position of his opportunity ? 

Mr. Asxkrns. I would refer you to tab G, if you will, please. 

Mr. Mutter. Since you will cover it, then, suppose I withhold the 
question until we get to that point. 

Mr. Asxins. I would appreciate it. 

May I hurriedly go through these functions because I have studied 
them as a man from industry. I came here from industry. To me 
this is a challenge. You Members of Congress have many problems 
and your burdens are heavier every day. I am living and eating and 
sleeping this thing, so consequently I am looking for everything that 
will improve the small-business specialist’s position and I think before 
we state these functions of small-business people, I think we should get 
into the record at this time that we have just recently achieved a goal 
that we have been fighting for for 4 years, and that is through the 
Civil Service Commission we now have a series GS-1140 business 
analyst (small-business specialist), which is a category of our own, 
which gives us some status and stature. Therein within the series is 
set up criteria and our people must meet these criteria in order to 
qualify to be a small-business specialist, and to me this is a great 
achievement. We have been fighting for 4 years to get this. 

The functions are as set forth in the Army procurement procedures 
in section 30, part 705, and I will read them. 

(a) Serves as a focal point to which small business concerns may 
make or direct inquiry concerning participation in the military pro- 
curement program. 

(6) Furnishes counsel and guidance to small business concerns on 
policy, procedure, and methods involved with which compliance is 
necessary in order to assure small business firms of an opportunity 
to become responsive and responsible suppliers on appropriate 
bidders’ lists. 

(c) Maintains liaison and exchanges information with respect to 
both policy and procedure with all other local and Government agen- 
cies for the purpose of rendering the maximum amount of assistance 
to small business. 

(d) Institutes programs to discover additional competent small- 
business sources, if required, capable of participating in procurements 
to meet current and anticipated requirements. 

(e) Discusses with and advises representatives of small business 
concerns, whether it is to the best interests of their concerns to at- 
tempt to compete for a prime contract or to adapt their production 
mainly to subcontracting where many of the risks of a prime con- 
tractor would be eliminated. 

(f) Discusses the extent and capacity of equipment, manpower avail- 
able, and management skill with representatives of small business 
concerns and appraises their possible use in military procurement 
programs for the purpose of current procurement or industrial mo- 
bilization programs of planned procurement. 
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(7) Furnishes advice and assistance to small business concerns on 
problems arising during performance of contracts such as financing, 
defense order priority and allocation ratings, inspections, and pay- 
ments, or direct such Contractors to the proper agencies for assistance. 

(h) Attends meetings with industry or other Government agencies 
to explain and describe, when requested, types of items commonly 
being purchased or to be purchased. 

(z) Studies procurement actions and policies, in order to determine 
whether small business is an important element in procurement plan- 
ning and industrial mobilization. 

(7) Prepares proposals, based upon analysis, for the Deputy Chief 
of Staff for Logistics with respect to changes in policy and/or pro- 
cedure which will permit greater participation by small business. 

(%) Observes the effect of current procurement policies on the 
amount of small-business participation in the procurement program 
and recommends to the appointing authority changes in existing poli- 
cies or the formulation of new policies to increase the amount of such 
participation. 

(7) Serves as the procuring activity small-business representative 
on all matters concerning policy, procedure, and practices to be fol- 
lowed to develop and maintain cooperation between the procuring 
activity and the Small Business Administration in accordance with 
the provisions of title IT, section 214, of the Small Business Act of 1953. 

(m) Supervises the implementation of policies and procedures by 
the small-business specialists at the field purchasing offices. 

(n) Reviews each procurement directive issued or to be issued by 
his office, with value in excess of $10,000, to determine suitability for 
and make recommendation as to small-business participation. 

(0) Reviews and analyzes all procurement action reports (Indi- 
vidual Procurement Action Report—DD Form 350) for the purpose 
of (i) ascertaining subcontract possibilities for small business and 
(ii) to insure the accuracy of entries regarding small business. In 
addition, reviews and analyzes other reports which reflect small busi- 
ness activity, such as DA form 377 and DA form 1146 (ASPR 
2-906.3). 

(p) Participates in the preparation of directives to the contracting 
officers regarding the policy and procurement procedure to be used 
when a small-business determination action has been made and in- 
cluded in a procurement directive. 

(7) Consults with procurement commodity specialists and research 
and development personnel to insure that, when changes in specifi- 
cations or deviations therefrom are made or permitted which makes 
production feasible for small business, they are fully recognized on 
future procurements. 

(*) Makes recommendations to the contracting officer with respect 
to competency, capacity, and credit of a specific small business con- 
cern or concerns capable of producing a specific procurement or item 
thereof. If verification is required, as to the size of a firm, makes an 
independent. check and statement as to the number of the firm’s em- 
ployees at the time that an invitation for bid (IFB) or proposal is 
submitted. 

(s) Participates as a voting member, when both large and small 
business are involved, in meetings of boards of contract awards where 
such boards have been or may be established. 
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And just recently, in change 31 to the Army Procurement Proce- 
dure, (¢) and (w) ‘have been added. 

In my opinion, this is a big job that we give the small-business 
specialist, but we also know th: at his j job cannot be done singlehanded. 
He must be a part of the team, and he has many branches and many 
individuals and many contracting officers that he can lean on to study 
these things and to bring about his v lewpoint; we feel that it stimu- 
lates the interest. What this job entails is a selling job on our part 
to the procurement people, to show that we are there to take some of 
the burden off of them, to try to help the small-business man. 

Mr. Mutter. You and I have attended many of these conferences 
and meetings at various places in the country. 

Mr. Asxrns. Yes, sir. 

Mr. Muvurer. Small-business specialists and their commanding 
officers were present. You and I came away from many of those meet- 
ings with the idea that the small-business specialist got something out 
of it. I think the trouble i is, at least in part, due to the fact that you 
have a chain of command in all our armed services, which is necessary, 
but at the same time there is no chain of command of the small- 
business specialists or the small-business organization. 

To make my point clear, let’s turn to your chart under tab E, I 
think you have it in front of you. 

Mr. Asxrns. Tab D. 

Mr. Moutrer. Yes, tab D. You are the small-business adviser. You 
work with the Assistant Secretary of the Army (Logistics) indirectly. 
You work directly with the Chief of the Procurement Division; is 
that right? 

Mr. Asxins. Yes, sir; also with the Deputy Chief of Staff for 
Logistics. 

Mr. Muurer. Yes; who is the ne tor of Procurement. 

Now you have four ome slots. You have the small-business spe- 
cialists responsible to the Chief of the Technical Service; you have 
another small-business specialist or representative who is responsible 
to the commanding officer or the field procuring officer. You have 
another senior small-business specialist who is responsible to the com- 
manding general of the Continental Army, and still another small- 
business specialist or representative who is responsible to the com- 
manding officer of the post, camp, or station. There is no direct chain 
of command between any of those men and you. 

Mr. Asxkrns. Yes, sir. I beg to differ with you, if I may, and an- 
other thing is that the dotted lines denote that I have direct access to 
the Assistant Secretary of the Army, to General Magruder, who is 
Deputy Chief of Staff for Logistics and his deputies; also to General 
Westphalinger, who is the Director of Procurement, and I am physi- 

cally located in the Office of the Chief of Procurement Division and 
have direct access to him. 

Mr. Mcucrer. Can you issue a directive directly to the small-business 
representative whose superior is the commanding officer of the field 
procuring office? 

Mr. Askrns. By the media of DF’s or through the adjutant general; 
yes, sir. 

' Mr. Meurer. Then that is indirect; that is not direct. 

Mr. Asxins. No. If vou are speaking of a letter written directly 

to a small-business speci: alist; no, sir. 
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Mr. Mvuurer. And he can’t communicate directly with you, except 
through the chain of command ? 

Mr. Asxrys. He does through the chain of command, the command 
channels. 

Mr. Muurer. Yes, and the same with each of the others. Each of 
the four senior small-business specialists or small-business specialists, 
wherever it is, has no direct communication ? 

Mr. Asxins. The military chain of command is followed and I 
would like to explain the chart. When you say “Chief of technical 
service,” there are 7 technical services—what is shown is just repre- 
sentative—and there are 6 continental armies, so we really have 15 
small-business advisers to the chief, the commanding generals of each 
one, and each one of these echelons of the Army, either a technical 
service or Zone of the Interior army. 

Mr. Mutrer. So when we go into the field at these conferences with 
these small-business specialists, we might just as well be saving our 
breath because all of the nice things we say to them, the things we tell 
them they ought to be doing, they can’t do it until they get a directive 
from their commanding officer or their superior. 

Mr. Asxrns. No, sir; I try to handle that through the media of 
Army Procurement Procedure, and since I have come with the Army 
we have, for the first time in the Army Procurement Procedure, a com- 
plete part 7 in section 30, which is devoted entirely to small business 
and anything that we implement in the way of policy, that you bring 
up or Mr. Seely-Brown, we put it into policy form into this part 7, 
section 30, and that goes directly to the field, not through command 
channels. 

Mr. Murer. Let me ask you this: Except for those rare occasious 
when you and I were at these conferences, and said to the men, “Now, 
look, let your hair down; there is no record being made of what 
you say and what you say stays right here” so we get their beefs, their 
complaints, and their suggestions. Is there any opportunity for any 
small-business specialist to say to you directly, “My commanding of- 
ficer just won't listen to me; my superior just pays no attention to 
my recommendations and advice” ¢ 

Mr. Asxins. There is only in this instance, because I get out to the 
field so much—I mean they do directly to me; but in writing, no, they 
clo not. 

Mr. Murer. Isn’t that one weakness in this service / 

Mr. Asxins. Yes, sir; but it is still a military organization and we 

still go through the military command channels. 
_ Mr. Muvrer. That goes right back to the question I have been ask- 
ing so frequently. Why shouldn't the small-business specialist, why 
shouldn’t we reduce the Defense Department budget and take all the 
small-business specialists out of their budget and transfer them, money 
and manpower, to the Small Business Administration and let the 
Small Business Administration assign them to these various depart- 
ments to do the job of small business? Why shouldn’t we take them 
out of the military command? 

Mr. Askins. For the simple reason I think you have to be a part 
of the procurement team. I think you have to be a part of the Army 
in order to function and do what we have achieved. ; 

Mr. Mutrer. He has no right to issue any directives, AII he can do 
is advise and recommend. 
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Mr. Asxrns. I think we are doing real well. I think our percentage 
reveals that. 

Mr. Moutrer. Well, you may think so, but I followed this statistically 
and, while I am not a slave to statistics, I don’t agree. The net result 
is not good, not that you are not striving very hard and everybody 
else is working just as hard, but the net result I think is what counts 
and that is shown by the statistics, and they are not good. 

Mr. Asxins. You are referring to overall DOD statistics ? 

Mr. Mutter. Yes. 

Mr. Askrns. But our percentage is not in that same trend in the 
Department of the Army, as I will show you. 

Mr. Munrer. You are a little higher than the average, but it is not 
high enough. 

Mr. Asxrns. Well, I have always contended—this will be off the 
record—if we get 45 you will want 47. 

Mr. Mutter. No; but we ought to get closer to that 90 percent. 

Mr. Asxrns. Of potential ? 

Mr. Mutter. Yes. 

Mr. Askrns. I don’t believe in suitable or potential, I believe in 
equitable opportunity. 

Mr. Mctrer. What do you mean by equitable opportunity ? 

Mr. Asxrns. All right, sir; here we go back. You are going to 
force me over to tab G yet, aren’t you ? 

Mr. Moutrer. All right; we will wait. 

Mr. Asxr1ns. May I enter a copy of this chart for the record? I 
was asked to do so by counsel, if I may. 

Mr. Mutter. It will be made a part of the record. 

(The chart is as follows :) 


ASSISTANT SECRETARY OF THE ARMY 
( LOGISTICS ) 
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Mr. Asxtns. Now I have asked Mrs. O’Brien, my assistant, to give 
you three booklets, and I only refer to them for the simple reason 
that listed in these books—the red booklet—there are 360 small busi- 
ness specialists in the Department of the Army. This was an idea I 
devised as an aid to small business, hoping that it would assist on 
a State-by-State basis and at the same time give the complete address 
and the name and title of my small-business people in the field and 
whether they belonged to Ordnance, Chemical, Signal, Medical, or 
Zone of the Interior Army. We are now on our third reprint of 
this booklet. We have distributed some 3,000 of these booklets and 
at. the request of a lot of men in industry we have made it into a 
pocket size, which I have not given you, but I show you here, which 
has been very acceptable to the men in the field because it is easy 
to carry around or put into a briefcase. 

The men that are listed in this booklet—there is one Army small 
business adviser, in my level; there is a small-business specialist 
adviser to the Chief of R. and D., which is in General Gavin’s shop. 
There are 15 senior small-business specialists, which we have just 
recently designated as small-business advisers to either the Chief of 
the Technical Service or Commanding General of the Zone of the 
Interior Army. There are 132 small-business specialists and 212 small- 
business representatives at posts, a and stations, where the job 
does not warrant appointing a small-business speci: alist, but we feel 
some individual must be responsible for knowing what the program 
is and be a contact point for industry. 

In addition to that, I submit for the record in order that you 
might know how adequately staffed these people are at all installa- 


tions, a complete listing of small-business specialists, their titles, their 
grades, their clerical staff, and the percentage of time that each is 
devoting at each installation. May I include this in the record ? 

Mr. Mutter. Yes; it will be made a part of the record. 

(The document reads as follows :) 


OFFICE OF THE ARMY SMALL BUSINESS ADVISOR 


Small-business adviser to the Assistant Secretary of the Army (Logistics) 

Small-business adviser to the Deputy Chief of Staff for Logistics 

Small-business adviser to the Director of Procurement, Deputy Chief of Staff for 
Logistics 

Small-business adviser to the Chief, Procurement Division, Deputy Chief of Staff 
for Logistics 

Chief, Office of Small Business 


no 
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Mr. Asxrns. With your permission, I would like to move to tab E, 

Recently we devised in cooperation with Colonel Prather’s shop, a 
check sheet which our procurement people, in going out and making 
inspections at procurement installations, endeavor to follow to see that 
the procurement policy is being carried out and this check sheet that 
I present to you under tab E is the one that has been set up in keeping 
with the Army procurement procedures and questions that have been 
asked that the inspector looks into and reports back to the Chief of 
the Procurement Division as to whether the policy and the man is in 
the proper location carry ing out his functions and knows his job. 

I refer you to tab F and T have included for you a geographical map 
which I made a study based on the last census to see whether our in- 
dustrial population of the United States was concentrated and the 
key is at the left-hand corner of the chart. I did this for the simple 
purpose of finding out if we really had our principal purchasing offi- 
cers in the more concentrated areas, which bears out that we have them 
placed based on industrial concentration. 

I would like to have that included in the record. 

(The map is as follows:) 
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In addition to the booklet that I referred to, we have another aid 
to small business which we are very proud of and that is Army instal- 
lations which have sample display rooms and item exhibit rooms. It 
is on a States’ basis. I will present this copy for the record. It gives 
the complete name of the installation and the typical items that are 
being bought at each one of these installations. I would like to enter 
it into the record at this time, if I may. 
Mr. Murer. It will be made a part of the record. 
(The document reads as follows :) 





DEPARTMENT OF THE ARMY—INSTALLATIONS HAVING SAMPLE DISPLAYS AND/OR 
ITEM EXHIBITS 
Alabama: 

Birmingham Ordnance District, 2120 North 7th Avenue, Birmingham, Ala.: 
Typical items of Ordnance supply and ammunition. 

Redstone Arsenal, Huntsville, Ala.: Typical guided missile, electronic 
components and ground handling equipment parts. 

California : 

Bay Area Army, Terminal Center, Fort Mason, Calif.: Anchors, anchor 
chain, boat fenders, boat hooks, caulking materials, gaskets, marine elec- 
trical components, marine hardware, rigging equipment, turnbuckles. 

San Francisco Chemical Procurement District, 1515 Clay Street, Oak- 
land, Calif.: M23 igniter; M25A1 grenade: M1 portable decontami- 
nating apparatus: M15 grenade; AN-MA grenade; M2A1 incendiary 
equipment destroyer ; M4A2 floating smoke pot; M9A1 mask; AN—M50A3 
bomb; M4 dust respirator; M5A1 kit, protective ointment; M8 kit, gas 
mask, repair; M1 set, gas, identification, detonation ; cup, M74 fire bomb; 
filter, particulate, M6, collective protector: case, M31 incendiary bomb 
cluster ; case, E43R1 incendiary bomb; M7 kit, vesicant protector crayon. 

San Francisco Ordnance District, Post Office Box 1829, 1515 Clay Street. 
Oakland, Calif.: Typical items of Ordnance general supply and 
ammunition. 

Los Angeles Ordnance District, 55 South Grand Avenue, Pasadena, Calif. : 
Typical items of Ordnance general supply and ammunition. 

Georgia : 

Atlanta Chemical Procurement District, 44 Broad Street NW., Atlanta, 
Ga.: M23 igniter; M25A1 grenade: M1 portable decontaminating ap- 
paratus; M15 grenade; AN—-MA grenade; M2A1 incendiary equipment de- 
stroyer; M4A2 floating smoke pot; M9A1 mask: canister, M11: 
AN-M59A3 bomb: M4 dust respirator: M1 kit, testing clothing impregna- 
tion; M1 kit, protective ointment; M8 kit, gas mask, repair; adapter, 
500-lb cluster, M25; M1 set, gas, identification, detonation; container, 
set, gas identification detonation, B—-18-21-39;: M74 bomb; M142A1 fuze 
assembly. 

South Atlantic Division, Corps of Engineers, United States Army, Post Office 
Box 1889, 536 Old Post Office Building, Atlanta, Ga.: Representative types 
of items purchased by Corps of Engineers which are considered adaptable 
to local manufacturing facilities. 

Illinois : 

Chicago Chemical Procurement District, 226 West Jackson Boulevard, Chi- 
cago, Ill.: M23 igniter; M25A1 grenade; M1 portable decontaminating 
apparatus; M15 grenade; AN-MA grenade; M2A1 incendiary equipment 
destroyer; M4A2 floating smoke pot; carrier, M11; M9A1 mask; canister, 
M11; AN-M50A3 bomb; M4 dust respirator; M1 kit, testing, clothing 
impregnation; M5A1 kit, protective ointment; M3 kit, gas mask, repair: 
M1 set, gas, identification, detonation; M74 bomb; container, M4A2 smoke 
pot; M142A1 fuze assembly. 

Chicago Ordnance District, 209 West Jackson Boulevard, Chicago, IIL: 
Typical items of Ordnance general supply and ammunition. 

Chicago Procurement Office, Corps of Engineers, United States Army, 226 
West Jackson Boulevard, Chicago, Ill.: Representative types of items 
purchased by Corps of Engineers. 

Chicago Quartermaster Market Center System, 226 West Jackson Boulevard, 

Chicago, Ill.: All subsistence items purchased for Armed Forces. 
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Illinois—Continued 

Ordnance Ammunition Command, Joliet, Ill: Ordnance ammunition and 
components (shell cases, boosters, bursters, fuzes, detonators, tracers, 
igniters, land mines, etc.). 

Indiana: 

Indiana Arsenal, Charlestown, Ind.: Ordnance ammunition, single base 
smokeless powder. 

Kingsbury Ordnance Plant, LaPorte, Ind.: Ordnance ammunition compo- 
nents (fuzes, 20mm. cartridges, rifle grenades, etc.). 

Iowa: 

Iowa Ordnance Plant, Burlington, Iowa: Ordnance ammunition components 

(fuzes and boosters). 
Kentucky : 

The Armored Center, Fort Knox, Ky.: Engineer board; plumbing and elec- 
trical supplies ordance board; all kinds of tools transportation board; 
vehicle parts medical research board; all kinds of laboratory materials, 
medical supply board ; empty medical boxes, types of medicines they buy ; 
quartermaster board; paper and office supplies, athletic goods. 

Lexington Signal Depot, Lexington, Ky.: Parts and components of commu- 
nications equipment. 

Maryland: 

Ordnance Assembly Plant, Building No, 1000, Army Chemical Center, Md. : 

Chemical ammunition and related components. 
Massachusetts : 

Boston Ordnance District, Boston Army Base, Boston, Mass.: Typical items 
of Ordnance general supply and ammunition. 

Boston Sub Office, N. Y. Chemical Procurement District, Boston Army Base, 
Boston, Mass.: M23 igniter; M25A1 grenade; M1 portable decontaminat- 
ing apparatus; M15 grenade; AN-MA grenade; M2A1 incendiary equip- 
ment destroyer; M4A2 floating smoke pot; carrier, M11; M9A1 mask; 
canister, M11; AN-M50A3 bomb; M831 cluster, with fins; M4 dust respi- 
rator; M1 set, gas, identification, detonation. 

Quartermaster Research and Development Command, Quartermaster Re- 
search and Development Center, Natick, Mass.: Various major Quarter- 
master items (such as: boots, shoes, uniforms, tents, ete.). 

Springfield Armory, Springfield, Mass.: Small arms (pistols, rifles, machine 
guns) and components. 

Springfield Ordnance District, Springfield Armory, Springfield, Mass.: Typi- 
cal items of Ordnance, general supply and ammunition. 

Watertown Arsenal, Watertown, Mass.: Typical items of Ordnance general 
supply. 

Michigan : 

Detroit Ordnance District, 574 East Woodbridge Street, Detroit, Mich.: 

Typical items of Ordnance general supply and ammunition. 
Missouri: 

Lake City Arsenal, Independence, Mo.: Small arms ammunition components. 

St. Louis Ordnance District, 1016 Olive Street, St. Louis, Mo.: Typical items 
of Ordnance general supply and ammunition. 

New Jersey: 

Picatinny Arsenal, Dover, N. J.: Typical Ordnance ammunition com- 
ponents (bombs, grenades, pyrotechnics, etc.). 

Raritan Arsenal, Metuchen, N. J.: Typical Ordnance cleaning and presery- 
ing material. 

New Mexico: 

Wingate Ordnance Depot, Gallup, N. Mex.: Typical items of Ordnance 

general supply. 
New York: 

Signal Corps Supply Agency, New York Area Office, 46th Street and Northern 
Boulevard, Long Island City, N. Y.: Parts and components of Communi- 
cations equipment. 

New York Chemical Procurement District, 180 Varick Street, New York, 
N. Y.: M23 igniter; M25A1 grenade; M1 portable decontaminating ap- 
paratus; M15 grenade; AN-MA grenade; M2A1 incendiary equipment 
destroyer; M4A2 floating smoke pot; M9A1 mask: AN-M50A3 bomb: M6 
collective protector; M31 cluster, with fin; E26 tank collective protector : 
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New York—Continued 
M4 dust respirator; M1 kit, testing, clothing impregnation; M5A1 kit, pro- 
tective ointment; M3 kit, gas mask, repair; M1 set, gas, identification, 
detonation ; M116A1 fire bomb; M74 bomb. 

New York District, Corps of Engineers, United States Army, 111 East 16th 
Street, New York, N. Y.: Representative types of items purchased by 
Corps of Engineers which are considered adaptable to local manufacturing 
facilities. 

New York Ordnance District, 180 Varick Street, New York, N. Y.: Typical 
items of Ordnance general supply and ammunition. 

Rochester Ordnance District, Sibley Tower Building, Rochester, N. Y.: 
Typical items of Ordnance general supply and ammunition. 

Ohio: 

Ravenna Arsenal, Apco, Ohio: General Ordnance supply items. 

Cincinnat Ordnance District, Big Four Building, Cincinnati, Ohio: Typical 
items of Ordnance general supply and ammunition. 

Cleveland Ordnance District, 1367 East Sixth Street, Cleveland, Ohio: 
Typical items of Ordnance general supply and ammunition. 

Columbus General Depot, Columbus, Ohio: Special-purpose vehicles, laundry 
and dry-cleaning equipment, repair parts, refrigeration equipment, soaps 
and detergents, furniture, office supplies, kitchen utensils and equipment, 
papers, drums and cans, mess gear. 

Erie Ordnance Depot, Fort Clinton, Ohio: General Ordnance supply items. 

Rossford Ordnance Depot, Toledo, Ohio: Typical tool and equipment items. 

Pennsylvania: 

Frankford Arsenal, Bridesburg Station, Philadelphia, Pa.: Electronic and 
optical fire control items and components. 

Philadelphia District, Corps of Engineers, United States Army, 2635 Abbotts- 
ford Avenue, Philadelphia, Pa.: Representative types of items purchased 
by the Corps of Engineers which are considered adaptable to local manu- 
facturing facilities. 

Philadelphia Ordnance District, 128 North Broad Street, Philadelphia, Pa. : 
Typical items of Ordnance general supply and ammunition. 

Philadelphia Quartermaster Depot, 2800 South 20th Street, Philadelphia, 
Pa. : Clothing, textiles, footwear, and related items. 

The Army Signal Supply Agency, 225 South 18th Street, Philadelphia, Pa. : 
Parts and components of communications equipment. 

Pittsburgh Ordnance District, 200 4th Avenue, Pittsburgh, Pa.: Typical items 
of Ordnance general supply and ammunition. 

Tobyhanna Signal Depot, Tobyhanna, Pa.: Parts and components of com- 
munications equipment. 

Tennessee : 

Milan Arsenal, Milan, Tenn.: General Ordnance supply items, and am 

munition. 
Texas: 

Dallas Chemical Procurement District, 1114 Commerce Street, Dallas, Tex. : 
M23 igniter; M25A1 grenade; M1 portable decontaminating apparatus; 
M5 grenade; AN-MA grenade; M2A1 incendiary equipment destroyer; 
M4A2 floating smoke pot; M9A1 mask; AN—M50A3 bomb; M81 cluster, 
with fin; M4 dust respirator; M1 kit, testing, clothing impregnation: 
M5A1 kit, protective ointment; M3 kit, gas mask, repair: M1 set, gas, 
identification, detonation; M114 Bomb: M74 bomb: M7 500-lb cluster. fin 
assembly, with packing container; M1 and M2 105mm and 155mm canister : 
M3 155mm canister; M4 155mm canister: M5 5-in. projectile canister: 
M1 smoke pot; M5 smoke pot; component, burning type grenades, and 
packing container ; M201A1 fuze assembly ; E34R4 fuze assembly. 

Longhorn Ordnance Works, Marshall, Tex.: Items of Ordnance General 
Supply and ammunition. 

Red River Arsenal, Texarkana, Tex. : Typical Ordnance general supply items. 

Utah: 

Tooele Ordnance Depot, Tooele, Utah: Typical Ordnance general supply 

items. 
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Washington : 

Seattle District, Corps of Engineers, United States Army, 4735 East Marginal 
Way, Seattle, Wash.: Representative types of items purchased by the 
Corps of Engineers which are considered adaptable to local manufactur- 
ing facilities. 

Mount Rainier Ordnance Depot, Tacoma, Wash.: Typical Ordnance gen- 
eral supply items, 

Mr. Askrns. Recently we came out with a new research and de- 
velopment book, which is the brown book which has been supplied 
to you. Weare rather proud of that book because it contains a lot of 
good information and guidance. 

In addition, you have a white book before you which for the first 
time the Department of the Army has compiled into 1 document a 
partial listing of Army prime contractors who have contracts of $1 
million or more, and these contractors, prime contractors, are the ones 
that the Department of the Army have urged to adopt the Army small 
business subcontracting program and to appoint an official of their 
company as a contact point in the event that we find a man or firm 
that is interested in subcontract work and we would like to refer him 
to a specific company, we can refer him to a specific individual so that 
he doesn’t get pushed around and lost in the shuffle. 

The policy of the Army is set forth, also, in the front of that booklet. 

Mr. Muurer. Mr. Askins, I notice, in thumbing through the partial 
listing, I would guess that almost half of these general contractors, 
the prime contractors, do not have a small business subcontract repre- 
sentative. 

Mr. Askins. When we let a prime contract of a million dollars or 
more, if we have never contacted the company before, we contact them 
and ask them to appoint someone. In those cases where the blanks are 
shown, they have not yet appointed them or at the time of the printing 
they had not appointed them. 

At the same time, if they are a firm that the Navy or Air Force has 
cognizance, then we do not include them in our booklet because the 
Navy and Air Force have a similar program. But we feel an obliga- 
tion, since they are our prime contractor, to include them and to urge 
them to adopt the subcontracting program. 

Mr. Muurer. For instance, General Electric has four offices listed. 
I assume there are four different places where they are performing 
prime contracts—Detroit, Philadelphia, Washington, and New York 
and in Detroit and Philadelphia they have no small business subcon- 
tract representative. 

Mr. Askrys. But they may have reported one to the Navy or Air 
Force, sir, because we do not have cognizance over those plants of GE. 

In addition, in tab F is another aid which I have tried to use to the 
best of my ability and to stress to every contracting officer to use it 
fully, and that is our policy with regard to any firm getting on a bid- 
der’s list, which I submit for the record. 

Attached is the standard form 129, which is a General Services 
Administration form, which every small-business man can fill out 
pertinent information that we need in order to consider him for spe- 
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cific bidder’s lists, and also the 558-1, which is additional information 
needed. 

I submit those for the record. 

(The documents will appear in pt. IT.) 

Mr. Asxrns. The question might arise in your mind why does GSA 
have one form and DOD have another. Until such time as the DD 
Form 558-1 is depleted, we will use the DD Form 558-1 and then it 
will be diverted toa GSA form, also. 

Now I would like, Mr. Chairman, to get into equitable opportunity. 

Mr. Mutter. Before we do that, let’s stay on the policy statement 
just a minute. 

Mr. Asxrns. All right, sir. 

Mr. Motrer. The first paragraph of the policy statement states 
that “it is the policy of the Department of the Army that any firm 
should be placed on the appropriate bidders’ list * * * provided that 
the request for placement is received * * * the firm requesting inclu- 
sion is qualified and eligible. 

You probably remember many of the complaints that came to us 
were from bidders that were bidding the first time and the invitation 

came out—it looked like a good thing for them; they thought they 
could do the job and they sent in a response to the invitation to bid 
and their bid came back: “You are not qualified,” not because they 
were not qualified, but because they had not in advance submitted 
proof of qualifications. We found many instances where the bidder 
was thoroughly and completely qualified and financially responsible, 
but because he had never been interested in bidding heretofore, he 
had never sent in what the Department requires. What, if anything, 
has been done about that ? 

Mr. Askrns. May I respond to that ? 

Mr. Mutter. Yes. 

Mr. Asktns. There may be isolated instances which you know of 
that this has happened. However, it is not the policy of the Depart- 
ment of the Army to refuse anyone on a single one time basis to get 
a bid set in order to bid on a specific procurement. Qualifying to get 
on a bidders’ list as a permanent source, we ask that he furnish us 
certain information. If it is a large enough installation or a complex 
item which we feel we should make a preaward survey, we go and 
inspect the plant before including the concern on the list, ‘because there 
jis no use in soliciting someone to bid on something if they cannot 
make the item or if they come in and say, “We don’t want to bid this 
time, but we will next time and please keep us on the list.” It just 
goes on and on, and we do have some that do just that. 

Mr. Mutter. Can we take it now asa firm policy of the Department 
of the Army that even though a man is not on the qualified bidders’ 
list and is bidding on a particular job that his bid will not be re- 
turned to him because he is not on the qualified bidders’ list without 
first somebody checking on whether or not he is qualified ? 

Mr. Askrns. That is right, sir. The simple reason is if he is a 
subscriber to the Department of Commerce Synopsis and he sees that 
there is a procurement coming up and he writes for a bid set on a one 
time basis. I do not mean if he waits 2 days before opening time. 
It is unreasonable to ask us to furnish drawings and the specifications 
on such short notice. Usually then, he will come in to his Congress- 
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man and want to have us delay the opening date 3 weeks. But I 
mean if it is in the normal time, allowing him ample time to bid, yes. 

Mr. Morrer. I am assuming a case where he got in in ample time, 
got the specifications and drawings and his bid is in good shape, but 
he is not on the qualified bidders’ list, we can be assured we won’t 
get any more of those complaints that his bid is rejected solely because 
he wasn’t on the qualified bidders’ list ? 

Mr. Asxins. I think you found those are very, very rare as of 
the last couple of years. 

Mr. Murer. Now you can proceed to tab G. 

Mr. Asxrns. All right, sir. 

Well, I am kind of the father of this one. That is one of the 
reasons I was anxious to get to it. I would have been glad to go 
over it earlier. 

I have set this up in a stairstep form. It was a way of making it 
stand out, to be attractive, to get it out into the field so everybody 
could place it on the wall or have it under a glass on their desk. 

Basically we have stated in our policy that an equitable oppor- 
tunity for small business exists when the following conditions are 
met: (1) When small business firms are afforded an opportunity of 
being placed on all bidders’ mailing lists for which they are qualified ; 
(2) when small business firms are on bidders’ mailing lists, they re- 
ceive invitations for bids and/or requests for proposals; (3) when 
bidders’ lists are too large to go to all sources and as a result the 
bidders’ list is rotated, then there is a pro rata share of small business 
firms included in those firms solicited. 

I would like to cite an example there. It is rather nebulous when 
we say “rotation,” but if there are a thousand on the bidders’ list, 
such as we have in the Tank Automotive Center in Detroit in machine 
shops, Wwe may want to rotate that list a hundred at a time, because 
we can’t cope with a thousand bids every time we go out. So if 
there is a thousand on that bidders’ list, 600 large businesses and 400 
small, if we rotate a hundred, it must be a 60-40 pro rata share for 
small business; (4) when the quantities are appropriate and partial 
bidding is permitted, an equitable opportunity exists when this con- 
dition is met; (5) when the specifications are adequate and clear; 
(6) when drawings are available and understandable. In those iso- 
lated instances where drawings are not available, the invitation for 
bid or request for proposal should state where the drawings can be 
reviewed; (7) when delivery schedules are realistic and reasonable; 
(8) when sufficient time has been allowed for preparation of a bid 
or proposal; and (9) when proposed procurements of $10,000 or more 
are publicized in the Department of Commerce Synopsis. 

We feel that with these factors all being given due consideration 
in the daily routine of a contracting officer, a small business will get 
an equitable opportunity. To assure that this be the case, we have 
recently Tene implemented and are in the process of making it 


work, Department of Army Form 1877, which is a data on proposed 
procurement action. 

That is tab H I refer you to. 

Mr. Rrenuman. Could I interrupt a minute? 

On your chart here, equitable opportunity to compete, does that 
apply to advertised bids or negotiated bids? 


91429—57—pt. 1——21 
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Mr. Asxrns. It applies to both, sir. 

Mr. Rreximan. To both ! 

Mr. Askins. Yes, sir. Also, what I am referring to in the Depart- 
ment of the Army form, tab H, the DA Form 1877, it also applies to 
advertised and negotiated procurement, as you can see by line number 4, 

The DA Form 1877 has been designed on a very simple basis. I will 
not read the instructions in detail. However, I would like to give 
them to you for the record and I would like to hurriedly go through 
the form. 

This form is to be made out in triplicate by the contracting officer 
down through item 22. There is some repetitious information asked 
for on the form 1877. Now I s say repetitious for the simple reason 
he has to put down the invitation for bid number; he has to tell whether 
it is advertised or negotiated and the bid already shows us these items, 
but those few things that are repetitious we feel are not too ad- 
ministratively burdensome and at the same time all we have incor- 
porated in this form is to ask, like item 6, is the item procurable from 
small business; are the quantities appropriate for procurement from 
small business; does the invitation for bid or request for proposal per- 
mit bidding on partial quantities; was there preferential treatment 
given, none to small business, to labor surplus areas, disaster areas; the 
number of bidders on bidders’ list; the number originally soliciated 
and the same policy as I explained a moment ago which constitutes an 
equitable opportunity. We want to know if there was a partial solici- 
tation, what percentage, the opening date, to see if whether there was 
sufficient time for the concern to prepare a proper bid. 

We ask them to check which is used, whether it was a Federal speci- 
fication; was it used with or without a deviation; was it a military 
specification and with or without deviation, or whether they used other 
specifications, purchase description or “or equal” type. 

This is a management tool, as I will explain in a few minutes, and 
it gives us a chance to take a look at some of these things and see if 
deviations are being used where maybe we should rewrite the 
specification. 

We want to know if drawings furnished and if they were not, 
has the man been told where he can see them. If it is under a hundred 
percent set-aside, we want to know that. If it is on a partial set- 
aside, we want to know that. 

Then we ask, also, because there seems to be an oversight on some- 
one’s part on behalf of cooperating with the Small Business Admin- 
istration on those procurements where we make set-asides, of 
furnishing them sufficient copies of our IFB’s or requests for pro- 
posals, the drawi ings, the specifications, and it runs into quite a dollar 
volume over a period of time. We have had no way to check this in 
the past so we have included it on here to see how many copies of the 
bid sets and specifications and drawings were furnished the Small 
Business Administration and have asked for an estimated dollar value 
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for furnishing these, because the money that we are putting out on 
these, we are taking out of our procurement dollars, that we could 
spend elsewhere for supplies needed. 

Then we ask the contracting officer or his designee to fill this out 
and to sign it and then we ask in item 2 23, to be completed by field 
small business specialist, “has small business been given an equitable 
opportunity to compete? If, in your opinion, the answer is ‘No,’ has 
the Chief of the Purchasing ‘Office been notified ¢” 

We also ask other questions which are, I would say, in a hazy area 
at the moment and the simple reason is there have been questions 
raised by technical people, and quite proper questions : is the small- 
business man really capable on a very technical specification such as 
military construction to come in and say whether the specifications 
should be recommended to be revised. But that is something that the 
small-business man can work out with the specifications ‘people at 
the installation. If there is a question in his mind, he ought to get 
with them, discuss it and reach a decision. 

Mr. Rrerutman. How long has this questionnaire been in use? 

Mr. Askins. This questionnaire has been in use since February 1, 
sir. 

Mr. RreutMan. This year? 

Mr. Askins. Yes. 

Mr. Rreniman. You have not had an opportunity to appraise it? 

Mr. Asxrns. I have not had an opportunity yet, sir. 

Now this is made in triplicate. One copy is made a part of the 
contract file; one copy is retained by the field small business specialist, 
so he has a chronological record at all times of what he has done if 
he wants or needs to refer to it, and the other copy is sent to the small 
business adviser of the Chief of the Technical Service or the Con- 
tinental Army, in order that he might check his small-business man 
to see that the job is being done, to see that small business gets an 
equitable opportunity on each procurement of $5000 or more w vhether 
it’s advertised or negotiated. 

We feel that it is going to be a good management tool, one that we 
have not had before, and at the same time it will not only serve our 
small business people, but it will serve our procurement people in all 
echelons who are involved in any and all phases of the procurement. 

With your permission, I would like to enter into the record a copy 
of the form and the instructions as they appear in the Army pro- 
curement procedure, because they are pertinent to the form. 

Mr. Murer. Yes, please do. 
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(The form and instructions are as follows :) 


DATA ON PROPOSED PROCUREMENT ACTION 


(APP 30-713C) 


DATE OF ISSUANCE OF 
1FB OR RFP 
CSGLD 866 


INSTRUCTIONS 


Porm to be prepared in triplicate. The first 
Besivee will be completed by the Contracting 
fficer or bis authorized representative and 
Block 23 will be completed by the Army Small 
Business Specialist or Representative of the 
field purchasing office for each unclassified 


original will be forwarded tothe Senior Small 
Business Specialist of the appropriate tech- 
sical service or the ZI Army. One copy will 
be retained by the Army Small Business Spe- 
cialist or the Army Small Business Repre 

tative of the field purchasing office making 


REPORTS CONTROL SYMBOL 


the procurement. The second copy will be re- 
turned to the permanent contract file. 


proposed procurement of $5,000 or more to be 
made ia the Continental United States. The 


FROM (Complete name and wailing address of instal letion- 
Include Station Nusber) 


ATTENTION: Senior Small Business 
1. 1F8 OR RFP NUMBER 2. ESTIMATED OOLLAR VALUE OF PROCUREMENT 


3. GIVE BRIEF DESCRIPTION OF ITEM(S) 





(Check one) 5. tS PROCUREMENT SYWOPSIZED (Check one) 
(JD aoverTiseo CO wecoriareo C ves (2 no 
1s ITEM PROCUREABLE FROM SMALL|7. ARE QUANTITIES APPROPRIATE FOR PROCURE-| 8. DOES IFB OR RFP PERMIT BIDDING 
BUSINESS? MENT FROM SMALL BUSINESS? OW PARTIAL QUANTITIES? 
© ves Ciwo f res no CO ves C) wo 


. PREFERENTIAL TREATMENT 
(7) none C3 smALL BUSINESS SET ASIDE (J LABOR SURPLUS AREA-SET ASIDE (J DISASTER AREA-SET ASIDE 


WUMBER OF FIRMS ON ITEM BIDDERS’ LIST WUMBER OF FIRMS ORIGINALLY SOLICITED 
LARGE BUSINESS SMALL BUSINESS 


14%. RFP DUE DATE 


- §F OWLY PARTIAL LIST IS SOLICITED] 13. !FB OPENING DaTE 
WHAT PERCENTAGE s | 


+ CHECK WHICH IS USED (1) FED. seec. Cc) with oeviation CJ veS Co wo (2) wit. spec. C) with oeviarion 
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Mr. Asxrns. Mr. Chairman, with your permission, it has been 
brought to my attention and I think this was purely in talking and 
being interested in what we are talking about—we were talking ‘about 
qualified bidders and bidders’ lists, but there seems to be some under- 
standing in the room here that the word was used later in the testi- 
mony of “qualified products list,” and really those are two eopant ate 
and distinct things. May I merely sall it to your attention ? 
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Mr. Muurer. Yes. I don’t think any of us used the words “quali- 
fied produets list.” 

Mr. Asxrns. Well, there was some understanding that they thought 
they had heard it, so I would like to just clear it up, if I may, with 
your permission. 

I would like to get into the next part of my presentation which is 
the statistics, which you pick on. 

Mr. Mourer. You mean you are through with equitable op- 
portunity ? 

Mr. Askins. You don’t think it was good ? 

Mr. Muurer. I don’t know where the equitable opportunity comes 
in. What have you done here that is not required by law for all 
bidders, big or small ? 

Mr. Askins. We haven’t done anything, with the exception of of- 
fering to them, like we offer to anyone else, the opportunity to com- 
pete and the average small-business man you will talk to today—take 
Mr. Frederick who was in here testifying on the 12th and 13th and the 
others I have listened to. When they come before this committee and 
when you talk to them, all they want is an equitable opportunity to 
bid on what is being bought. 

Mr. Mutrer. You think they are getting that chance? 

Mr. Asxins. I am of the opinion they are getting that chance. Give 
my form a chance for awhile and I will tell you whether they are 
getting that chance. 

Mr. Murer. What are they crying about? 

Mr. Asxins. Well, it is like one I had in my office yesterday. He 
was crying because he doesn’t have a plant. He has a warehouse, but 
he doesn’t have any floor in it and he doesn’t have any technical help, 
He doesn’t have any technical qualifications. He doesn’t have any in- 
spection equipment and come to find out he didn’t have any money, 
but he had bid on a procurement and he wanted us to give it to him. 
Between cooperation with the Small Business Administration and us, 
we are not going to give it to him because he doesn’t qualify. 

Mr. Muurer. I don’t think he qualifies either, but let’s talk about 
the fellow that is qualified. Let’s talk about the fellow who does have 
money in the bank to meet a payroll, who does have technicians, who 
does have a plant and warehouse facilities. 

Mr. Asxins. That covers the 92 percent of the small firms we are 
doing business with and they don’t give us a minute’s trouble. They. 
are busy doing a job. 

Mr. Mutrrer. Why don’t they get more of the procurement? I will 
let you get into your statistics now under tab I because I have been 
waiting for that one. Who prepared that chart ? 

Mr. Asxins. That is an innovation of mine. 

Mr. Murer. You are not going to brag about having given us those 
percentages, are you ? 

Mr. Asxins. No, I am not going to brag on percentages at all, but 
I am going to be faced with reality of conditions that existed at the 
time the procurement was being made. 

Mr. Mutrer. Now I suggest you take that one chart back and have 
a new chart made because I am just going to take one of them, fiscal 
1955, Let’s take fiscal 1955. Awarded to large business, $5,300 million. 
Awarded to small business $1,900 million. Percentage, 36 percent. 
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Mr. Asxrns. Right. 

Mr. Muurer. Of course, you are absolutely correct mathematically. 
$1,900 million is 36 percent of $5,300 million but small business only 
got 26 percent of the whole procurement. 

Mr. Asxrins. Of the Department of Defense. 

Mr. Mutrer. We are not concerned with how small business com- 
pares to big business; we are concerned with how much of the procure- 
ment is going to small business out of the entire procurement. 

Mr. Asxrins. Mr. Chairman, we can’t mix these two though. 

Mr. Mutter. We don’t have to mix these two. The total procure- 
ment for fiscal 1955 was $7,200 million and of that small business got 
26 percent. 

Mr. Askrns. We can only be responsible, Mr. Chairman, for what 
we buy in the Department of the Army and all we bought in the De- 
partment of the Army in 1955, as you are seeing on this chart, was 
5.3 billion. 

Mr. Mutter. One reason it is as high as 26 percent is because some 
of that buying is for other agencies. 

Mr. Asxrns. No, sir, this doesn’t include interdepartmental or inter- 
service. 

Mr. Mutrer. This is just Army buying? 

Mr. Asxrns. Yes, Army buying. 

Mr. Motrer. For Army use? 

Mr. Asxrns. Right. 

Mr. Mutrer. Where did you reflect the Army buying for other 
services ? 

Mr. Asxrtns. In our statistical breakdown that is in the chart just 
eee this—Department of Army Procurement Statistics from 

uly 1 through December 31. 

Mr. Mouurer. We will have to respond to those bells on the floor. 
We have permission to sit this afternoon while the House is in general 
debate, so we will recess at this time until 2 o’clock. 

Will that be all right with you, sir? 

Mr. AskIns. May I ask the permission of the committee this one 
thing: Mr. Higgins is out of the city and Mr. Courtney Johnson is, 
being his deputy, taking on his tasks, as well as his own. Need we tie 
him up? 

Mr. Mutter. No. We will be very happy to have him stay as long 
as he can, but if he feels he does not want to return this afternoon, it is 
all right. 

Mr. Jounson. Thank you, sir. 

Mr. Mutrer. We thank you. 

We will resume at 2 o'clock. 

(Whereupon, at 12:10 p. m., the committee recessed to reconvene at 
2 p. m. the same day.) 
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AFTERNOON SESSION 
Mr. Mutter. The hearing will please come to order. 


STATEMENT OF JACK W. ASKINS—Resumed 


Mr. Mourer. We will continue with Mr. Askins. 

You were about to go to the next subject, or would we stay with 

Mr. Asxins. Mr. Chairman, before we start, I would like to refer 
back to tab I. 

Mr. Mutrer. Yes. 

Mr. Asxrns. And the bar chart, wherein you made reference, cor- 
rectly so, about our being in the wrong, because the two identifications 
made of the solid black bar and the crosshatched bar, one is incorrectly 
stated. Where it shows “Awarded to large business” it should be 
“Total obligated procurement” for that year. So we will correct that 
chart and resubmit it to you with the correct designation on the solid 
black bar. 

Mr. Mutter. Very good, sir. 

Mr. Askrns. All right, sir. 

Now, with your permission, and because I know that there is going 
to be considerable question, and discussion with regard to the statistics 
and the various areas we have covered, tabs I and Q being overall 
statistics and research and development respectively, I would like to 
go through the balance of this presentation, and then revert to the last 
part and go into the statistics, if I may. 

Mr. Mutrer. Before you leave your tab I, since it must be corrected 
and a new one submitted, would it be very much trouble to indicate 
on that chart how much of that business is so-called off-the-shelf 
procurement ? 

Mr. Asxrns. Just one minute, sir. 

Yes. ILamsorry. In the back part of the booklet that follows this 
same chart, we have small purchases chart in there which we could 
deduct from that to show you what portion it is of that area. It isn’t 
shown at the present time, but it could be shown. 

Mr. Mutter. How about your so-called staple goods procurement, 
the quartermaster staple goods procurement ? 

Mr. Asxins. Well, yes, sir, we could report on that, likewise. 

Mr. Mourrer. What is that, sir? 

Mr. Asxins. We get a report on that, likewise. The fact of the 
business is, I have a chart here I am going to go into in that area, which 
is perishable subsistence, and where we negotiate them under certain 
exceptions under Public Law 413. 

Mr. Mutter. In your chart under tab I, you do not reflect any ship 
stores or post exchange purchases ? 

Mr. Asxtns. No,sir, we do not. 

I would like to leave it in this fashion, if I may: When we come 
back to tabs I and Q, at that time, if there isn’t within our presentation 
what you require, if you would tell us, we will so provide it for the 
record. 

Mr. Mutter. Very good. 

Mr. Askrns. The reason I wanted to move on to tab J is because this 
is covering certain phases of policy which your committee and your 
staff, as well as various Congressmen and Senators, have from time to 
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time found that they were having difficulty in behalf of their constitu- 
ents. 

Therein we have taken the existing regulations as noted at the bot- 
tom, where it says “References,” and put it into a policy statement 
which we would like to enter into the record at this time. There are 
4 or 5 of them, but they are of extreme interest to this committee. 

Therein it gives you a chance to study them at will, and to ask us 
anything about them that you might want to in the May meeting. 

Mr. Rreuiman. Are those included under tabs J, K, L, and M? 

Mr. Asxrns. Yes, sir. There are several of them. I am going to 
mention them as I get to each. I would like to include in the record 
tab J, which is a policy statement on time allowed for submission of 
bids. 

(Tab J is as follows :) 





DEPARTMENT OF THE ARMY, 
Washington 25, D. C. 


Poticy STATEMENT OF THE DEPARTMENT OF THE ARMY—TIME ALLOWED FOR 
SUBMISSION OF BIDS 


Army policy requires that invitations for bids will, as a rule, allow 30 days to 
intervene between the date of issuance and the date of opening bids. Exceptions 
to this rule, of course, are necessary in instances where urgency will not permit 
allowance of the 30 day period and in instances where more than 30 days are re- 
quired due to complexity of the item being procured. A period of more or less 
than 30 days may be allowed, but no period of less than 10 days will be desig- 
nated, except in case of an emergency. In such cases of emergency the contract- 
ing officer is required to submit a certificate to the Office of the Assistant Secre- 
tary of the Army showing the reasons why the opening of the bids could not be 
made at a later date. In informal competitive bidding, the time permitted for 
submission of proposals is also dependent upon the circumstances involved. 
Army policy, as in formal procurement, contemplates allowance of adequate time 
to prepare proposals, subject to urgency which may be involved. The flexibility 
of informal competitive bidding procedures permits greater latitude in accept- 
ance of proposals than is possible under formal advertising. 

The Army believes that a period of 30 days, as the general rule, is adequate 
for submission of bids. Greater periods of time for this purpose naturally add 
to procurement administrative lead time. Increased lead time requires that 
larger stocks of a given item be carried in Army depots since longer periods of 
time are required for the procurement cycle. This is inconsistent with efforts to 
reduce stock positions to an absolute minimum without jeopardizing supply of 
the Army. 

References : 
ASPR 2-202 
APP 2-202b 

Mr. Asxrns. As you know, there is considerable discussion, “I only 
had 5 days to make my bid,” or “Couldn’t get specifications,” and this 
is our policy as far as the Department of the Ar my is concerned ; and 
I think with the check sheet, Department of Army form 1877, that 
we discussed this morning, any of these inequities we run into, we will 
be able to catch them and to clarify them. 

So I would like to enter that statement for the record. 

Mr. Sre_y-Brown. Could I ask a question ? 

Mr. Motrer. Surely. 

Mr. Srety-Brown. In connection with that policy statement, is 
there any difference in fact between the policy statement and the rules 
of the road ? 

Mr. Asxins. No, sir, there is not any difference, but it has been para- 
phrased or summarized into a short statement rather than trying to 
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give you many pages of the Armed Services Procurement Regulations 
or the Army Procurement Procedure. If you would prefer to have 
them, we would be glad to furnish them to the committee. 

I have furnished the chief clerk of the House Small Business Com- 
mittee, a complete set of ASPR, and keep it up to date for them, and 
alsoan APP. I find it is rather difficult to work with, if you don’t live 
with it like we do, so I keep them up to date for the Committee. 

Under tab K, I would like to enter into the record a policy statement 
with regard to inadequate specifications, and the references are so 
noted at the bottom of the page. 

(Tab K is as follows :) 


DEPARTMENT OF THE ARMY, 
Washington, D.C. 


PoLicy STATEMENT OF THE DEPARTMENT OF THE ARMY— 
INADEQUATE SPECIFICATIONS 


The policies and procedures covering the preparation, issuance, and use of 
specifications are prescribed by the Department of Defense in directive 4120.3, 
dated October 15, 1954, Manuals DSMA M2 (SR 715-50-20) and M5 (SR 
715-50-21), and Armed Services Procurement Regulation (ASPR). 

The Defense Standardization Program, established under DOD Directive 
4120.3 and implemented under Army Regulations 715-50 and Army Procurement 
Procedure (APP), requires the systematic development of suitable specifications 
in areas of repetitive procurement, storage, and issue. The program also requires 
periodic review of these specifications to insure continued adequacy. 

A central office of the Procurement Division, Deputy Chief of Staff for 
Logistics, monitors the program. Under guidance of that office, all departmental 
specifications were converted to a single military series (or Federal series, where 
appropriate) as of July 1, 1955. That office also monitors a training course for 
specification writers which emphasizes the reasons underlying the need for 
specifications and the part they play in the Army logistics program. 

In accordance with procedures implemented in the Army, drafts of specifica- 
tions are coordinated with industry and any subsequent deviations or waivers 
must be justified. As further assurance of adequacy, contractors and others 
interested are encouraged to propose improvements to the “Preparing Activity” 
shown in the specifications. 

References: 

DOD Directive 4120.3 

Manual DSMA M2 (SR 7715-50-20) 

Manual DSMA M5 (SR 7715-50-21) 

AR 715-50 

Armed Services Procurement Regulation (ASPR) 
Army Procurement Procedure (APP) 


Mr. Asxins. Under tab L, is our policy regarding unrealistic 
delivery schedules. This seems to be a constant worry of ours so far 
as small business is concerned, because large quantities are needed in 
such a relatively short time, and this statement is the same statement 
that I used last year. It has been thoroughly checked out, and it is 
the prevailing policy in the Department of the Army. 

(Tab L is as follows :) 


DEPARTMENT OF THE ARMY, 
Washington, D. C. 


Poticy STATEMENT OF THE DEPARTMENT OF THE ARMY——UNREALISTIC DELIVERY 
SCHEDULES 


It is Department of the Army policy that delivery schedules incorporated in 
contracts for supplies or services will be realistic and reasonable. 

All depots and other inventory-control points have developed and established 
stock levels and reorder points which, under normal circumstances, provide 
sufficient lead time to permit a realistic delivery schedule according to procure- 
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ment lead time developed by the procuring activities. Urgency of the require. 
ment, however, sometimes dictates that supplies or services be obtained in the 
shortest possible time. In these instances the contracting officer specifies the 
delivery schedule which he determines, after consideration of all factors involved, 
to be attainable and which most nearly meets the Government’s requirement. 

The Department of the Army does not intend that an unattainable or un- 
realistic schedule will ever be incorporated in a contract, and a short delivery 
schedule is never intentionally specified for the purpose of reducing competition. 

Mr. Asxrns. Under tab M, as you know, for years there has been 
the controversy of advertised versus negotiated procurement. I was 
instrumental in the first study that was made last year, at Army level, 
with our chief statistician, Mr. Colbert, on a 4-month period to see 
really and truly if small business did fare as well in the negotiated 
area as they do in the advertised. 

It was only the first part of the procurement cycle, so it really wasn’t 
a fair test. However, we did show that small business did equally 
as well or better in the negotiated field. We have also made that same 
study on the complete 12-month cycle, and our results have been the 
same for a complete 12-month cycle, even though we know that that 
condition exists in May and June when we have big procurements, 
short working time in order to get them placed before the end of the 
fical year. 

Mr. Rreutman. Did I understand you to say that your study 
had proved that small business is doing equally as well under 
negotiated 

Mr. Askins. Yes, sir. 

Mr. Rreuuman. As they are under the advertised bid? 

Mr. Asxrns. That is right, sir. 

Mr. Rrextman. They do better ? 

Mr. Asxins. They do better. It is a very small percentage over a 
12-month cycle, but they do better. 

I would like to enter this study into the record. This same study 
was made and, because of what it revealed, the Assistant Secretary 
of the Army, Mr. Frank Higgins, General Cassavant, Chief of the 
Procurement Division, and several others of the staff of Deputy Chief 
of Staff for Logistics, felt so elated about the results that they asked 
permission to present it to the Comptroller General of the United 
States. Mr. Campbell had his staff there to be briefed on this study. 

It was at that time that the Department of Defense made its entire 
study based on Army, Navy, and the Air Force, and that study, as I 
understand, will soon be released. 

The only study I have at the present time is Armywide. That, if 
I may at this time enter it into the record, is under tab T, and is the 
effect of advertising, negotiation, and a synopsis on small-business 
participation in Army procurement. And I would be happy to give 
it to you for the record. 

Mr. Srety-Brown. On page 3 of the statement, do you list your 
conclusions ? 

Mr. Askrns. On page 3, sir. 

Mr. Seety-Brown. Under that tab? 

Mr. Asxrns. Right. 

Mr. Srriy-Brown. It is page 3 of the typewritten statement which 
is headed “Policy Statement of the Department of the Army—Adver- 
tised versus Negotiated Procurements.” On page 3 of the typewritten 
statement, you make the follow’ ing conclusions: 
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Now, look at (¢): 

Small business gets more than 60 percent of the dollar value of Army procure- 
ment from the area within the small business potential. 

What is actually the value of that statement ? 

Mr. Asxrns. The value of that statement is about the same value 
as it was when we used the ter m of “suitable or susceptible of accom- 
plishment by small business,” because there is a human element in- 
volved, Mr. Seely-Brown. Any time you and I consider this ashtray 
as an item to be manufactured by small business, maybe the small 
concerns that I know of cannot, in my humble opinion, manufacture 
it, and you think they can. So you put it into the potential; I do not. 
So there is the human element. 

I would prefer never to use a percentage of potential or suitable, 
but to go purely back to what is actually awarded to small business of 
all the dollars we are obligating. That is factual. 

Mr. Serty-Brown. What I am getting at, sir, is still on that same 
conclusion under (¢), that 60 percent of the dollar value of Army 
procurement of the small business potential goes to small business. 
Is that referring to both advertised and negotiated ? 

Mr. Askins. That does, sir. When we speak of it in that fashion, 
it is both advertised and negotiated. 

Mr. Srety-Brown. And since the small-business potential on which 
you base your figures is somewhat nebulous, the percentages which 
are drawn from it might be? 

Mr. Askrns. That is right, sir. That is the reason I feel that we 
shouldn’t lean on potential or suitable. I think we should lean on what 
I will go into, in our statistics, with actually the paper we have to 
back it up, because our percentage of the first half-year of fiscal 1957, 
38.9 percent of every dollar that we spent in the Army, not counting 
interdepartmental or interservice, was placed with small business on 
a prime contract basis. 

Mr. Srety-Brown. That figure is much more significant. 

Mr. Askins. Much worse ? 

Mr. Srety-Brown. Much more significant. 

Mr. Askrns. It is factual. We have got the paper to back it up, and 
the small-business man has the business. 

Mr. Srety-Brown. In other words, statement (c¢) is really a strong 
feeling against sin. 

Mr. Askrns. But still, on the other hand, when we had “suitable,” 
nobody wanted “suitable.” So w e came up with ¢ ‘potential.” Nobody 

wants “potential.” I am for going back to “suitable.” 

Mr. Datmas. Mr. Chairman, may I pursue that question for just a 
moment. 

In your “suitable for small business,” do you break down what is 
suitable of the advertised bid procurement and what is suitable in 
the negotiated procurement for small business? The only thing I 
have been able to get, the reason I ask that, is total figures, and I 
understood that most of that is potential. 

Mr. Askins. That is what 

Mr. Damas. It applied to advertised bid procurement, because 
actually you did not screen negotiated procurement in order to get a 
potential. 


6 
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Mr. Asxrns. That is not true. We screen both advertised and 
negotiated. 

Mr. Datmas. Can you break down those figures on both advertised 
and negotiated, advertised bid and negotiated ? 

Mr. Asxrns. We had it on a suitable basis until the Senate Small 
Business clobbered us, and we changed it. 

Mr. Daumas. This happens to be the House Small Business. 

Mr. Asxkrns. Still, on the other hand, from the reporting system 
was dropped the word “suitable,” so we don’t screen for “suitable.” 

Mr. Datmas. Whatever you call it, can you give us for the last 2 
or 3 fiscal years the potential on advertised bids and also the potential 
on the negotiated procurement ? 

Mr. Asxrns. Yes. 

Mr. Datmas. Mr. Chairman, will you consent to request the gentle- 
man to furnish that for us? 

Mr. Mutrer. You have asked for it, and it will be supplied. 

Mr. Datmas. Thank you. 

(The information referred to will appear in pt. IT.) 

Mr. Rrentman. Mr. Chairman, before we leave this question—I am 
a little bothered by this, Mr. Askins, and I am wondering what the 
value of this type of statement is to our committee, particularly be- 
cause, as I read it—and I want to say this in the kindest way I know— 
if I were a layman, I would be misled. 

Mr. Asxkrns. Well, as long as we are obligated on the DOD basis 
of reporting to consider potential, we in the Army must also show 
what percentage of potential, what we consider to be potential, that 
that percentage of that potential went to small business—if 
does not use “potential,” we do not have to use “potential” I am of 
the opinion we should use actual dollars awarded. 

Mr. Rrenuman. I concur in that last part of your statement. We 
should use something which is factual and realistic, and not be guess- 
ing what the potential is or be trying to arrive at a potential and then 
come up with a conclusion that small business is getting 60 percent 
of the potential. Somebody is going to construe it, not understanding 
what this potential means, that small business is getting 60 percent 
of the procurement. And that is not right. 

Mr. Asxrns. They are not doing it; no, sir. 

Mr. Rreutman. It is misleading, and it is not fair. 

Mr. Daumas. Mr. Chairman, I have a notation here on a table I 
have in front of me, item 1 of 1956, footnote 1, says “small-business 
otential,” and then it has a sentence, “Amount suitable for small 
yusiness is not available.” 

I am confused as to what the difference is. 

Mr, Asxins. May I ask Mrs. Colbert to answer that for you, Mr. 
Dalmas? 

The lady I have asked to come forward is Mrs. Marsha Colbert. 

Mrs. Couisert. Sir, I believe what you are looking at is Depart- 
ment of Defense and not Department of the Army. Are you looking 
at one of these which says—— 

Mr. Datmas. I am looking at a copy of the Department of Defense 
statistical bulletin. 

Mrs. Corpert. You see, the Department of Defense—I don’t have 
the figures that they have here. 
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Mr. Asxins. Mr. Dalmas, may she refer to your copy at the moment, 
in view of the fact we do not have them here? 

Mr. Daumas. Here is the copy. 

Mr. Asxrins. Mr. Dalmas, ‘ ‘potential” and “suitable” are certainly 
not figured on the same basis. However, during the years we had 

“suitable,” we will supply you the figures broken down as you have 
asked for it. Then, when the system was changed on the reporting 

» “potential,” we will furnish it to you on that basis, also. 

Mr. Datmas. What is the difference between the two, Mr. Askins? 

Mr. Askins. That is a difficult question to answer. The main dif- 
ference is, ilisite we have on our reporting system that total awards 
were made to large business, and when we come down to “small busi- 
ness was not solicited,’ there are many reasons why they were not 
solicited—no known small-business source, emergency procurement, 
maintenance of the mobilization base, item under proprietary control,: 
for standardization, small business cannot meet quantitative or de- 
livery requirements. 

Then in that same potential, but which small business couldn’t get 
for various reasons, we have now broken it out and we have to con- 
sider it part of the potential, we know it to be in the potential, but 
(1) there was no bid received from small business, (2) the low a 
was not from small business, (3) the low bid from small business w 
not responsive, (4) the low bid from small business rejected on the 
basis that the concern was not a responsible bidder, (5) low bid from 
small business not accepted for other reasons, which are minor rea- 
sons on the form. 

So therein you are not looking at this item and using judgment 
of saying, “Can this be and is this an item that is suitable for small 
business if you break it up in small enough quantities?” The potential 
is taken on a basis of giving them an opportunity. We think it is 
in the potential, and then they can’t supply it. 

Mr. Dautmas. May I not ask, isn’t that rather an arbitrary way 
to figure what is a fair share for small business? 

Mr. Askrns. I have always thought that “suitable” or “potential” 
was an arbitrary way of considering anything for small business. I 
say if we offer everything that small business feels they can make, 
we give them an opportunity; and if they can make it, fine. If they 
cant make it, well, then we don’t have to continue to offer it to them. 
But if they have had an equitable opportunity to compete for that 
business, then they will get their fair share. 

All the taxpayer, small, large, tiny, medium tiny, or medium, wants 
is an opportunity at what we are buying, if he thinks he can do it, 
even if it is in the research and development field on guided missiles, 
and we know that he can’t because of what it takes in the way of an 
organization. 

Mr. Damas. May I ask this: Are you convinced that small busi- 
ness has an equitable opportunity to negotiate contracts over $10,000 
within their potential or within the categories of article which they 
‘an manufacture ? 

In other words, what I am asking is, do you believe there is true 
negotiation in that field—arm’s- length negotiation ? 

Mr. Asxtns. Yes, sir; I think there i is true negotiation and I think 
this is a very big fallacy that people have placed on this thing, that 
it is done in a dark room with 3 or 4 or 5 firms handpicked. 
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There are on occasions, like on the guided missile program, selected 
people with which to negotiate because, after all, they are the only 
ones in the field to do it. I do not think that condition exists on 
our normal procurement under negotiation. 

Mr. Datmas. Thank you, Mr. Chairman. 

Mr. Mutrer. Let’s take your tab 1 or schedule 1 under this tab M 
for a moment. 

You have three categories there: One less than $10,000. If you 
refer back to page 2 of your text, you have the same item there, 
Procurement, under $10,000. 

In that category, you do not make any attempt to determine what 
the potential may be of small business, am I right? 

Mr. Asxins. This study was made purely on award, no potential; 
actually factual data. 

Mr. Muurer. There you simply took the total number of procure- 
ments of $10,000 or less for procurement, and broke it down to deter- 
mine what portion went to small business and what portion 

Mr. ‘Askrns. That is correct, sir. We have a piece of paper to 
back every one of them up. 

Mr. Motrer. There you have total or aggregate procurement of 
less than $10,000 per item or contract, which aggregate $307 million; 
is that right? 

Mr. Asxrns. Right, sir. 

Mr. Motrer. Fiscal] 1957. 

Mr. Asxtns. Yes; a half year, sir. 

Mr, Muuter. The first 6 months of fiscal 1957, 

Mr. Asxins. Right, sir. 

Mr. Mouurer. Have you any breakdown of the proportion of that 
82 percent which went to big business, indicating how much of that 
is so-called staple goods? 

Mr. Asxtns. No, sir; we do not. 

Mrs. Cotpert. We have no breakdown on that, sir. 

Mr. Mutrer. Do you know how many of your procurement officers, 
instead of ordering stationary items which are in the 32 percent—how 
much was ordered locally rather than being ordered 

Mrs. Cotnert. We can get that information, sir. 

Mr. Asxrns. We can take that off of the 307, sir. That is a separate 
report. 

Mr. Sreeity-Brown. Will you tell us what is the meaning of the word 
“actions” ? 

Mr. Asxtns. Yes, sir; because I overheard you before you asked it. 

That first chart, three-pie chart, is worked up on a basis of actions, 
and that means contracts and amendments thereto, which were done 
during the period of time. 

The second chart is done on dollars. When it says “awards,” it is 
actual dollars awarded. When it is “actions,” it means 1 action per 
contract; or if it had 1 amendment or 2 amendments or 3 amendments, 
those are counted as actions. The first two charts I have show actions 
in each instance. 

Mr. Srety-Brown. What I am getting at, sir, is doesn’t the use of 
the word “actions” make it look better than it really is ? 

Mr. Asxrns. How so, sir / 

Mr. Srety-Brown. It is not the percentage of the dollar value. 
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Mr. Askins. 62 percent refers to 62 percent of the total dollars 
obligated. 

Mr. Muurer. Where do you get 62 percent ? 

Mr. Askrxs. We are on the first three- -pie chart, sir, chart No. 1. 

Mr. Muurer. There is no 62 percent. 

Mr. Asxrns. The 62 percent awarded to small business was $307 
million. 

Mr. Mutter. You mean 68 percent ? 

Mr. Askins. I am sorry, 68 percent. I am looking at it sideways. 

Mr. Mutrer. Is that 68 percent of the dollars, or 68 percent of the 
awards, number of awards? Which is it ? 

Mr. Asxins. The dollars. 

Mr. Mutter. Dollars? 

Mr. Asxins. Right, sir, 

Mr. Mutter. How many awards? 

Mr. Askrns. We didn’t attempt to do it in that fashion, sir. We 
can do it. 

Mr. Murer. Well, that will show us faster, I think, than anything 
else, whether or not it is going to small business. 

Mr. Asxrns. Well, we can’t really do that on $10,000 down though, 
because that is a consolidated report where we don’t have it in actual 
actions breakdown. We do not ie the detail. 

Mrs. Cousert. There is no detail available. 

Mr. Asxrns. $10,000 and under, there is no detail on the number 
of actions. 

Mr. Sre.ty-Brown. I just want to make sure I understand it, sir. 
[ am not being critical. But do I understand No. 1 chart to mean that 
68 percent of the actions on less than $10,000 were awarded to what 
you call small business ? 

Mr. Asxins. Yes, sir, of all contracts we placed of less than $10,000, 
68 percent of them, or $307 million of them, were awarded to small 
jusiness. 

Mr. Srery-Brown. I wanted to make sure. 

You say 68 percent or $307 million, or 68 percent of $307 million ? 

Mr. Askrys. No; the 68 percent is $307 million. 

Mr. Srety-Brown. This gets more confusing all the time. The 
68 percent—— 

Mr. Rmutman. Mr. Chairman, I think we can clarify one thing, 
and that is the word “actions.” 

Why do we need the word “actions” in here ? 

Mr. Asxtns. We don’t really need it. We can say just “awards,” 
sir. 

Mr. Rrentman. If we were sure, and I am certain you are giving 
us the facts, that the awards of less than $10,000 were 68 percent of 
all the awards that were given and this amounted to $307 million, I 
think we might be able to pin this thing down. 

But when you get into using the word ‘ ‘actions,” and you refer to 
amendments and all this type of thing, why, we are going down sort 
of a blind alley. 

Mr. Asxrns. All right. We can clarify it for you in only the ter- 
minology that is used in captions, in other words, put in in the ter- 
minology in which you have, Mr. Riehlman. We will be glad to do 
that. 
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Mr. Riextman. Well now, would that apply to the next one, chart 2, 
or on this same chart but under figure 2, where it says “Actions, $10, 000 
or more, small-business potential” ? Now we are getting into potential, 
Does 61 percent of the awards mean the awards were to small business? 

Mr. Asxins. It would still be on an award basis, sir. 

Mr. Mutter. Is that 61 percent the equivalent of $918 million, or 
is it 61 percent of $918 million ? 

Mr. Asxins. No; it should be $918 million. 

Mr. Moutrer. Sixty-one percent equals $918 million. 

Mr. Maness. In that connection, Mr. Askins, can we also get under 
figure 2, total amount of awards, of actions, $10,000 or more, for getting 
the small-business potential ? 

Mr. Askins. Would you restate that ? 

Mr. Maness. Would you give to the committee, submit to the com- 
mittee, actions of $10,000 or more, without the small-business potential, 
awards made by the Department of the Army during that first 6 
months of fiscal 1957 ? 

Mr. Asxrns. Yes. We have that already here for you in another 
chart, the one under I. 

Mr. Mouurer. Look at chart No. 6 in this same group of charts under 
tab M. Is that supposed to cover the same procurements and the same 
figures as charted in chart No. 1? 

Mr. Asxtns. This breaks it into the advertised and negotiated, sir. 

Mr. Mutter. What is the total amount? Look at No, 6. What is 
the aggregate amount of awards to small business? 

Mr. Asktns. We haven’t revealed it in the form of an aggregate 
amount there, but we do have it in the other chart which is 

Mr. Mutter. Which chart? 

Mr. Asxrns. In the front of I, sir, the one which is listed with the 
start on it. I take it to the summary sheet on it. On page 1, the total 
new procurement for this period of time in dollar value, first column, 
was $1,998,531,000. 

Mr. Mutter. Wait a minute. 

Mr. Asxrns. Chart 1, sir. 

Mr. Mutter. That is fiscal 1956. This is first 6 months of 1957. 

Mr. Asxtns. No, sir; this is the same, 1957, sir. It is only stated 
July 1 to December 31. 

Mr. Mourer. Are you referring to page 1 under I? 

Mr. Asxrns. Page 1, sir; yes, sir. 

Mr. Mutter. That is fiscal 1956. 

Mr. Srery-Brown. It is fiscal 1957. 

Mr. Asxrns. We show a period of time which is the first 6 months 
of 1957. 

Mr. Mutter. I am sorry. 

Mr. Asxins. That is all right. 

Mr. Mutter. There you have your total new procurements, total 
awarded by negotiation, total aws arded by formal advertising, and then 
you break it down under II into total awarded to small business. Is 
that right ? 

Mr. Asxrns. Yes, sir; and we break that further down into what was 
awarded to small business negotiated and advertised. 

Mr. Srety-Brown. Those figures are not the same. 
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Mr. Mutrer. I was about to say I cannot relate those figures to the 
figures on chart 1 under M. Nor can I relate it to any of the figures 
on chart 6 under M. 

Mrs. Corzert. One of the reasons is, it doesn’t match because they 
are fooling around with potentials. 

Mr. Askrns. Because of the potential feature on here, Mrs. Colbert 
tells me, Mr. Chairman. 

What I would like to do here is to give it to you in a clarified form 
and take the potential out of it, if you would like. 

Mr. Mutter. I do not care whether you use the word “potential,” 
“suitable,” or any other word, but I would like to use words that will 
have the same meaning if these comparisons are to be of any use. 

Mr. Asxins. Would you excuse me a moment ? 

Mr. Murer. When you look to chart No. 1 and chart No. 6, I can- 
not relate them to one another, not with the figures. 

Mr. Asxrns. Mr. Chairman, in view of the fact that this does not 
jibe, and I am not in a position to go into the details—I see from 
where it comes, but why the total does not jibe with our regular ma- 
chine run that we have on our statistics, I would like to look into 
this and to present it to you at a later date, if I may. 

Mr. Muurer. Yes. We would like to have you present this to us 
with or without charts, in such language that not only we but anyone 
else who picks up this record will be able to understand it and relate 
the figures to one another, so we will know where we are going and 
what we are doing; and whether you call it “suitable,” “potential,” 
or any other adjective, we want to know how much small business is 
getting out of actual procurement, how much is big business getting 
out of actual procurement, in dollars and in number of contracts. 

And when it comes to small awards of $10,000 or less, we want to 
know, too, how many of these awards are going to big ‘business out 
of that group, as well as the number going to ‘small business. We want 
to know particularly, for instance, whether a procurement agency 
which could be buying its supplies locally, stationery and other staple 
items, instead of buying them locally at as good a price as they can 
buy them directly from elsew here, are buying them directly from the 
manufacturer and giving big business the break instead of helping 
the local industry. 

Mr. Askrns. Yes. 

Mr. Mutter. We know that in many of these items of $10,000 or 
less, there is no competitive bidding; is that not true ? 

Mr. Asxrns. No, sir, I wouldn’t say that that is a correct statement, 
because even on a local purchase basis 

Mr. Mutter. What about small quantities of staple articles which 
are needed by procurement officers ? 

Mr. Asxrns. The contracting officer is still required to get three 
prices. 

Mr. Mutter. That is not competitive bidding. He still has the 
choice of picking the highest of the three prices on the basis of quality, 
on the basis of service and delivery. 

Mr. Asxins. He has to document his file accordingly. 

Mr. Mutter. He has to document his file, but he still has the choice. 
There is no competitive bidding. He asks three people to submit bids 
to him, and then he makes his choice; isn’t that so! 
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Mr. Asxins. That is correct, but by law 

Mr. Mutter. If he decides to deal with the manufacturer instead 
of the local man, that is his choice and that is the end of it. That is 
so; is it not? 

Mr. Asxrns. He can do that; yes. 

Mr. Motrer. And you, as the small-business adviser, could not go 
into that place and say, “Look, you are doing the wrong thing.” You 
must go to the man in the Department of the Army to - whom you are 
the advi iser, and he has got to send it all the way down through chan- 
nels, and maybe it will get down to the bottom, and the contracting 
officer maybe 6 months later will get that directive. 

Mr. Asxrns. No; we do it a little differently. We put it out in an 
Army procurement procedure which goes directly to the contracting 
officer, no channels. That is one thing I will fight for, the system in 
the Army, because it is mailed directly to him and he works with that 
piece of policy paper. 

Mr. Mutter. From the time I send a complaint to you on behalf of 
this committee, how many months does it take before it gets back to 
the local procurement office ? 

Mr. Asxrns. Well, that depends on what the item of complaint is. 

Mr. Mutter. Well, just the kind of items I am talking about now, 
that is, items where he has the authority to get three bids and then 
makes his choice as he pleases. 

Mr. Asxrns. Still, on the other hand, I think that I can say with 
clear conscience that there are many times when your staff calls me 
and within an hour I can have a contracting officer on a phone at the 
installation and find out what vou want, and to find out if it is being 
handled in the manner in which it has been presented by you. 

Mr. Moutrer. You certainly can and you do, but it is more than in- 
formation we want. It does not do the little fellow in that district any 
good to give him the answer as to why somebody else got the contracts. 

Mr. ASKINS. Still, on the other hand, there are many of these things 
that you bring to our attention that promulgate a change in policy 
which keeps it from occurring again. 

Mr. Mutrer. I think you will concede—perhaps I ought not to em- 
barrass you with the question. I won’t ask you the question, and don’t 
make answer. I will make the statement. 

I know that I could take you by the hand and go into some of the 
very procurement offices we visited 4 years ago, and we will find they 
are still doing the same thing, i. e., ordering these staple articles di- 
rectly from the manufacturer instead of from the local supplier in the 
area. 

Mr. Srety-Brown. Could I ask a question ? 

Mr. Mutrer. Yes, sir. 

Mr. Srety-Brown. When you are sending up this revised chart, it 
will be understood by all of us that you will check under tab I on 
page 1, where you say the Department of Army obligations, you say 
the total new procurement is the figure $1,998.531.00 0. and then we go 
here on M, chart 6 

Mr. Asxkrns. Right, sir. 

Mr. Srriy-Brown. As I add up the figures in the left bar, they add 
up to about $1,944 million. Does the difference in those two figures 
represent the amount that you buy from GSA? 
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Mrs. Corzert. No,sir. This figure, sir, against this 

Mr. Srety-Brown. Yes. When you say, you have a footnote there, 
“Does not include interdepartmental or interservice procurement,” 
I am wondering if that difference of about $50 million represents 
the amount you get from GSA. 

Mrs. Corzert. Yes, sir. Actually, you do have a difference there 
of some $84 million in interdepartmental and interservice for the 
same period, and that would be on page 3 of this booklet. 

The statistics which we take are only on advertised and negotiated 
procurement. The interservice and interdepartmental is not included. 

Mr. Asxins. Mr. Seely-Brown, what I would like to do on this pie 
chart which brought up this difference in verification of figures, is 
to footnote it or to key it under each chart into page No. 1, which will 
show where the figures come from, to cross-reference them. 

I think if we do that and possibly 

Mr. Seety-Brown. Get your charts so your charts look the way my 
mail does, and I would like it. In other words, your charts always 
look wonderful when it comes to the help small Sasinaie is getting, 
and I am hoping your charts are right; but certainly the mail I get 
never reflects your charts. 

Mr. Asxins. Yes, sir. 

Mr. Srety-Brown. If you can bring them in all balanced, I would 
like it a lot better. 

Mr. Asxrns. All right, sir. 

Mr. Mangss. Mr. Chairman. 

Returning to the policy statement of the Department of the Army 
on advertised versus negotiated procurements 

Mr. Asxrns. Yes. 

Mr. Maness (continuing). Would you supply for the committee, 
conclusions based on overall awards of procurement by the Depart- 
ment of the Army, rather than on small business potential, whether 
small business is getting a greater share in negotiated or from adver- 
tised bids? 

Mr. Asxrns. On the overall ? 

Mr. Maness. That is right. And also submit to the committee the 
percentage of dollar value that the Army is procuring from small 
business on the overall procurement. 

(The material referred to had not been received at time of 
printing.) 

Mr. Daumas. Mr. Askins. 

Mr. Asxrns. Yes, sir, Mr. Dalmas. 

Mr. Daumas. A fellow like me can understand advertised bid pro- 
curement fairly well. We know the bids are put in and they are 
opened, and the low man, if qualified, gets the contract. 

But one thing that always has had a little mystery about it is 
negotiated procurement. I do not want to go into all of the angles on 
that at the moment, but I would like to state, in view of the fact that 
in addition to the Armed Services Procurement Act we have the De- 
fense Production Act, and title II of the First War Powers Act. By 
Executive order certain procurement powers are delegated to ODM, 
and perhaps directly to the Department of Defense under the two 
latter acts. In view of the fact that the Defense Production Act and 
title II of the First War Powers Act are in a sense greater delegations 
of power than DOD has under the Armed Services Procurement Act, 
can you tell us in the negotiated procurement total the percent of the 
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dollars in that total which are merely amendments or extensions of 
contracts, rather than new negotiated contracts? 

Mr. Askins. Mrs. Colbert tells me the dollars we could, but the 
number of actions 

Mr. Datmas. Well, percent in dollars. Would you give us the per- 
cent in dollars of the negotiated procurement as listed here for this 
6-months’ period, which represents only extensions and enlargements, 
and so on, of contracts? 

Mrs. Cotpert. Would you like it now, sir? The difference is of 
the total right in here. 

Mr. Datmas. You have $1,439,881,000 which you say is total new 
procurement. 

Mrs. Cotsert. Sir, on page 3 of this booklet, the new obligation is 
broken down by adv ertising, negotiated, small and large business, 
line 3. 

Mr. Daumas. Page 3? 

Mrs. Cousert. Page 3 of the booklet. 

Mr. Damas. Well, that doesn’t answer my question, though. 

Mrs. Corserr. The difference, sir, betw een that, between page 3 and 
page 4, is the difference in dollars of the de- obligs ationed, 

Mr. Datmas. Maybe I do not make myself cles A man had a 
contract for $100,00¢ ), and you amend that and m: ks it $200,000, and 
it shows up in the new negotiated procurement when in reality it is 
not a new negotiation at all. What we want is the division between 
what you call new negotiated procurement and that which is mere 
extensions of contracts. 

Mr. Asxins. Or amendments? 

Mr. Damas. Or amendments. 

Mr. Asxins. Mr. Dalmas, let us look into that. I am of the opinion 
that that will be on an action-by-action basis. I think it would be 
reported on the DD-350 as an amendment to the contract. There 
might be able to be a machine run made of it. If we did, we could 
also run it on the number of actions. I see no reason why we couldn't. 

Mr. Datmas. And that probably accounts, to some extent, the 
amendments, why small business does not participate in more negoti- 
ated vontracts. 

Mr. Askrtns. Well, it increases your dollar value in which they do 
not have a chance to negotiate. 

Mr. Darmas. That is right. 

Mr. Askins. Because it is already big business. 

Mr. Datmas. That is right. It has alre: ady been awarded, and 
merely having an extension of a contr act, and it goes on and on and on. 

Mr. Asks. That is right. 

Mr. Muurer. Mr. Askins, refer to chart No. 6 under “M.” 

Mr. Asxrns. All right, sir. 

Mr. Moutrer. What are the figures which appear outside of the 
blocks ? 

Mr. Asxrns. On the lines? 

Mr. Mutrer. Yes, on the lines. Combat vehicles, “53,” what does 
that mean ? 

Mr. Asxins. The $172 that is shown in 

Mr. Mutter. Which is marked plainly dollars, but to the left of that, 
“53,” what is that? 

Mr. Asxrns. I was just going to explain that to you. 
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The 172 was the amount of dollar value that we did during fiscal 
year 1956, the first 6 months; and the one on the outside, which I was 
going to go into when I went through these charts, shows how that area 
has decreased to $53 million from $172 million a year ago for the same 
period of time. 

Mr. Mutter. Well, take that chart back, too, and clarify it for us, 
please, because this way these figures mean ‘nothing. 

Mr. Asxins. But I was going to give that to you in going through 
the charts. 

Mr. Mutter. Now we have got a new description on item 6. There 
we have “possible potential.” 

Mr. Asxkins. Yes, sir, and this chart was inserted here for only one 

reason. What I had intended to do was to show you here on the area 
which was brought up with Mr. McKellar this morning, that basically 
if you are going to talk about “potential,” then what you can do is to 
take the items or programs which we know are of such a complex 
nature that smal business does not participate to a big percent in them, 
such as combat vehicles, weapons, guided missiles, noncombat vehicles 
of certain types, and certain types of ammunition, and if you remove 
those from the area of what small business can do and consider all the 
other to be “possible potential,” even though we know they are not, but 
if it was a “possible potential,” of how you can juggle figures on po- 
tential to where you can show that 53 percent went to small business 
out of that possible potential. 

Mr. Maness. In other words, you can juggle figures on “potential” ; 
is that right? 

Mr. Askins. I can take 5 more programs and add to it, and get the 
percentage out of potential up to 80. 

Mr. Manegss. Statistics on potential mean nothing. 

Mr. Asktns. Mean nothing. You have got to deal with actual 
awards to small business. 

Mr. Srety-Brown. If you eliminated the word “potential” from the 
charts you presented so far, you would have eliminated a lot of work 
you did in coming up here. 

Mr. Asxrns. But still I can’t afford to present it to you on the basis 
of no potential and have the other departments present it to you on a 
potential basis. 

Mr. Muurer. I assure you if they do, we will pick just as strongly 
and vigorously on them. 

Mr. Askrns. Mr, Chairman, they would be ready for you. Mr. 
Chairman, I daresay you won’t get a chart with “potential” in it. 

Mr. Mutter. We ‘do want to get this record in shape so not only will 
we understand it in the committee and that our colleagues in the Con- 
gress will understand it, but so that anybody else out of Congress pick- 
ing up the hearings as printed will understand it, too. 

Mr. Asxrns. I will see that you get it that way. 

Mr. Muurer. I notice that one item here which you have excluded 
even from “possible potential for small business” is the heading of 

“Ammunition, small arms, medium, and heavy artillery.” 

Mr. Asxrns. That is only that large ammunition which we know 
cannot be made by small business. ‘That dollar volume which is in 
that. we can break it down into small arms, ammunition, heavy, and 
medium artillery. 

Mr. Mutter. Are we talking about it being so big because of quanti- 
ties and amounts involved ? 
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Mr. Asxtns. No, sir. The type of ammunition, sir. 

Mr. Mouter. It isthe type of ammunition ? 

Mr. Asxins. That is right, sir. 

Mr. Muurer. And small’ business cannot get in on small-arms 
ammunition ? 

Mr. Asxins They can on certain types of small-arms ammunition, 
but we have only picked that segment of it. It is a program. We 
haven’t taken every type of ammunition that is in that area. 

Mr. Mutter. Incidentally, here again on No. 6, your total procure- 
ment is $1,944 million, of which $779 million went in prime contracts 
to small business. The percentage is about 40 percent. But of course, 
as you have broken it down, you show small business getting 53 percent. 

Mr. Asxrns. I told you that that is of the possible potential. 

Mr. Mutter. Yes. All right. 

You take these charts back and give us charts that will be more 
meaningful. 

Mr. Asxrns. I didn’t get in that corner. [Laughter. ] 

Mr. Rieuiman. Mr. Chairman, I hate to say this, but we have had 
a little laughter here, and it is possible for each one of us to break 
down and laugh over some of these things that come to our attention. 
But this is serious business, as far as I am concerned. It is not a 
laughing matter, Mr. Askins. 

Mr. Asxrns. It is not, sir. 

Mr. Rrexitmay. It is not a laughing matter, and it is not a laughing 
matter to us who are considering this serious problem. Certainly 
we don’t want a joke being handed to the Members of Congress by 
the Department of Defense in beclouding the facts and figures that 
we want—lI hate to use this term—and giving us a lot of window 
trimming and not giving us al] that is behind it. 

And I feel very keenly about it, because, after all, I feel you have 
put a lot of work, a lot of effort, time, and money into it. So far 
as I am concerned as a member of this committee, in going over it 
there are certain things that are presented in such a way to create a 
wrong impression with the public, because they do not have the 
opportunities we do, and the staff, to study these things. And some- 
body would be terribly disillusioned if they did not follow “actions” 
and “potential” and “understandings” exactly, and “possible poten- 
tial” and all the rest that we are talking about. 

To us, sometimes we get a joke out of it anda laugh, but it is serious 
business as far as I am concerned. 

Mr. Asxrns. I hope you don’t consider that on that basis as far as 
the Army is concerned. I live, eat, and sleep this. It is the only 
subject I work on, and it isn’t a laughing matter to me. But I think 
sometimes it is necessary for these things to come about in this fashion 
in order to get over a point, as I feel about actual awards going to 
small business. 

Mr. Rreniman. I really hope we are getting over a point to you 
and to the Army how serious we feel about this thing, and it is not a 
joking matter, it is not a laughing matter. It is not a subject with 
which to play on words, and we don’t want to play on words, and we 
don’t want to play on percentages that are not factual and right down 
te the point, so we know what they represent. 

We are going to have to write a report, and we are going to try to 
base that report on the truth, and the manner in which it is given to us. 

Now, if we get ourselves all confused here, and all types of charts 
and other things that are not truly factual, then we find ourselves in 
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a difficult position to give you what credit is due you or the Army what 
is due them in their handling of this program. 

Mr. Asxrns. Mr. Riehlman, in this report here, which is a con- 
solidated report which we put out semiannually and annually, but 
there are certain phases of it we put out on a monthly basis and send 
to this committee, it is not on a basis of the human element involved. 
It is pure statistics on what actually did happen, and that is the type 
of thing, and what is encompassed within these two covers, is what I 
would like to see in the record, irrespective of pie charts and “po- 
tential” and “suitable” and what have you, because that is not super- 
imposed into this report. It is pure statistical, and I think that any- 
one can read it and study it and understand it. 

Mr. Meurer. That report you are referring to is entitled “Depart- 
ment of the Army Procurement Statistics, July 1, through December 


31. 1956.” 


Mr. Asxrns. That is right, sir. 

Mr. Mutter. Those figures need no corrections? 

Mr. Asxrns. No, sir. 

Mr. Mutrer. We will receive those and put them in the record. 
(The document referred to is as follows :) 


DEPARTMENT OF THE ARMY PROCUREMENT STATISTICS 
JuLty 1, THrRovuGH DECEMBER 31, 1956 


Department of Army obligations during period July 1—Dec. $1, 1956 


Dollar value | Percentage | Numbe r| Per- 
lof actions|centage 


Total new procurement , 998, 531,000 | 100 _.--| 825,230 | 100 
a. Total awarded by negotiation , 439, 881,000 | 72 (of I) _| 757, 289 92 
Negotiated by law 2 (c) (9) j 214, 678, 000 11 (of I)_. 33, 135 | 
Negotiated by law 2 (c) (3 | 85,689,000 | 4 (of I)_.- | 684, 280 | 
Balance negotiated , 139, 514,000 | 57 (of I)_-_.. 39, 
b. Total awarded by formal advertising 558, 650, 000 B (of q) 67, 


tal new procurement , 998, 531, 000 “100 | 825, : 
al awarded to small business... 778, 645,000 | 39 (ofa)_____| 651, 34 
1) Negotiated 446, 038,000 | 57 (of b)...__| 593, 4 
(2) Formal advertising 332, 607,000 | 43 vof b).._- 57, 
al awarded to large business : , 219, 886,000 | 61 (of a)..___| 173, 89% 
1) Actions under $10,000 7 : 100, 561,000 | 8 (of c) 5 
2) Small business not solicited. 733, 518,000 | 60 (of c) 
(a) No known small business source._.. 649, 955,000 | 89 (of (2)) 
(hb) Emergency procurement... 10, 960,000 | 1 (of (2)) 
(c) Maintenance of the mobilization base 17, 494,000 | 2 (of (2))- 
(d) Item under proprietary contro] or 
standardized___. 28, 035,000 | 4 (of (2)) 
(e) Smal] business cannot meet quan- 
titative or delivery requirements | 27, 074, 000 4 (of (2))..--] 
Small business had opportunity to bid, but , 567,000 | 29 (of c)._- 
(a) No bid received from small business - | oh 974,000 | 16 (of (3)) 
b) Low bid not from small business_- , 327,000 | 82 (of (3)) 
c) Low bid from small business not | | | 
responsive 2, 306,000 | 1 (of (3))___. 
d) Low bid from small business rejected | 
on basis that the concern was not a | 
“responsible” bidder (ASPR 1- | 
307)_--. ,015,000 | 1 (of (3)).___- } (t) 
e) Low bid from small business not 
accepted for other reasons ‘ 5,945,000 | 2 (of (3))--- 40 (‘) 
Large nonprofit institutions 32, 240,000 | 3 (of c) 





Cumulative, July 1, 1956, to Dec. 31, 1956 


| ‘ay 


I Total new procurement : ; __|1, 998, 531,000 | 100 | 825, 230 
I Total awarded to small business_... 778, 645,000 | 39 651, 337 
' i 


i Less than 1 percent. 


Source: DD350 and DA 377 
Prepared by Procurement Statistics Section, Programs and Budget Branch, Procurement Division, 
DCSLOG Mar. 1, 1957. 
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346 SMALL BUSINESS ADMINISTRATION 


Department of the Army—Obligated procurement by dollar categories,’ first 
6 months fiscal year 1957 


[In thousands] 





Advertised Negotiated 





| 
Actions Dollars ! Actions Dollars ! 
| 


Small sarge Small Large Small Large Small Large 


Business| Business} Business} Business| Business| Business| Business| Business 
| 


| — a ——_! — — ~ -—~ —}——_ - -—_—. 
i 


Less than $1,000_---_---- 44, 735 4,972 | $5,400 | $1,337 | 553,423 | 137,614 | $63,811 $24, 610 
$1,000 to $4,999 ---e-| 8,375 2, 781 19, 643 5, 876 25, 809 15, 260 55, 270 34, 070 
$5,000 to $9,9909..........___- 1, 891 B86 14, 046 4, 579 7, 440 3, 888 51, 461 29, 046 
$10,000 to $24,999_____ tae 1, 387 698 21, 661 10, 931 4, 973 4, 892 80, 831 79, 054 
$25,000 to $49,999____- ‘ 608 256 21, 531 9, 032 884 908 31, 691 31, 517 
$50,000 to $99,999_..._..__- 356 171 25, 234 | 11, 881 481 556 | 33, 350 38, 918 
$100,000 to $199,999_____ 237 89 | 32,930 12, 567 246 317 33, 563 44, 976 
$200,000 to $299,999 88 46 | 21,640] 10,975 68 114 16, 325 27, 883 
$300,000 to $499,999_____ ; 101 55 38, 655 21, 053 60 117 23, 444 44, 344 
$500,000 to $999,999___ 83 53 | 56,269 | 34,854 37 77 | 24,870 51, 546 
$1,000,000 to $1,999,999. _.____| 30 22 39, 873 | 31, 335 11 43 14, 429 60, 580 
$2,000,000 to $4,999,999_ _ . __- 6 9 | 20,217 | 29, 868 | 6 35 | 16,993 | 107,240 
$5,000,000 and over-__.._-_- 2 | 4 15,508 | 41, 845 : | 30 | Se 420, 059 




















57, 899 10,042 | 332, 607 226,043 | 593,438 | 163,851 | 446,038 | 993, 843 


1 Does not include interdepartmental or interservice procurement. 


Prepared by Procurement Statistics Section, Programs and Budget Branch, Procurement Division, 
DCSLOG. 
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SMALL BUSINESS ADMINISTRATION 349 


Department of the Army procurement (new) negotiated contracts by exception 
under title 10 U. S. OC. 2804 (a) for the period July 1—Dec. 31, 1956 





Total actions | Total dollars 


Thousands 
. National emergency. .-.-- $245, 126 


(a) Labor surplus area ‘or industry set-aside 38 1,873 
(b) Small business set-aside , a 48, 241 
(c) $1,000 to $2,500... - 
(d) Research and dev elopment under $100,000. 
(e) Nonperishable subsistence - - 
(f) Negotiations started — to Jan. 1, 1956_- 
. Public exigency -. 
. Purchases under $1,000_- : 
. Personal or professional sorvices. 
. Services of educational institutions. . 
. Purchases outside United States 1._-. 
. Medicines or medical supplies. - - --- 
. Resale. ‘ 
. Perishable subsistence _- 
. Competition not prac NG og eC ae eS ay: 
. Research and development 
. Classified 
. Standardization... 
. Technical and specialized services .._-- 
. Negotiated after advertising istbalindeca tenes Siabhade 
BS | OS eee ae ees eee 
. Otherwise authorized _ 


SSRERO! 


ges5e8! 


sn 8ss: 
BSE 


~ 
— 
2s 
a 
a 


23 


SaoBRS 


te 
z 
& 


bas es 
8s 


et 


Be 
| 23e 





1 Includes continental United States and overseas procurement, 
Source: DD-350 and DA-377. 


Prepared by Procurement Statistics Section, Programs and Budget Branch, Procurement Division, 
Deputy Chief of Staff for Logistics, Mar. 1, 1957. 
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SMALL BUSINESS ADMINISTRATION 


Department of the Army, contracts in continental United States, distribution 


by States, July 1 to Dec. 31, 1956 ($10,000 and over) 


State 


ee 
Arizona_- od 
Arkansas_..__.-- 
California 

Colorado ___..-_-- 
Connecticut... 
Delaware - ba 
Distriet of Columbia_-__- 
Florida____- . 
Georgia 

Idaho 

Illinois 

Indiana 


I csc 
Kentucky --_-__- 
Louisiana___- 
Maine. aha 
Maryland __-_- 
Massachusetts 
Michigan__.- 
Minnesota __- 
Mississippi- -_- 


Montana_.__- 
Nebraska 
Nevada 

New Hampshire 
New Jersey 
New Mexico 
New York 
North Carolina. 


Oregon _ 
Pennsylvania. - 
Rhode Island_ 
South Carolina 
South Dakota_- 
Tennessee 
Texas 

Utah__- 
Virginia 
Washington 
Vermont 

West Virginia 
Wisconsin _____- 
Wyoming. - 


Territories and possessions 








, 566 


303 
451 
225 
104 
202 

51 
493 
943 
501 
291 

85 
361 

20 
174 


24 | 


67 
836 
87 


, 609 


181, 156 | 


253 


99 | 
22 


514 
97 
180 
836 
63 


87 | 


17 
162 
551 

95 


405 


415 | 


13 
18 
258 
3 
264 





Actions 


Large 
business 


Small 
business 


107 
54 
34 


102 
23 

19 
1,081 
74 


115 | 


& 
88 
30 
75 


10 


, 154 | 


229 
385 
39 
35 


92 | 
15 | 


92 








1, 689, 


Dollars (in thousands) 


Total 


29, 
8, 
3, 
155, 
10, 
25, 
5, 
16, 
28, 
14, 
2 
107, 
58, 
22, 
6, 
11, 
10, 
46, 
107, 
172, 
32, 
6, 
50, 


14, 
9, 


82, 
13, 


750 
094 
373 
363 
161 


217 | 


595 
046 
839 
649 


,014 
791 | 
232 | 
102 | 
, 494 | 


383 


391 | 


045 


790 | 
683 | 


668 
098 


513 | 
788 | 
3, 196 

289 | 


879 
R84 
732 
538 


O18 
. 073 
, 545 
, 730 
, 208 
), 646 
3, 246 


899 | 
, 226 | 


, 180 
3, 207 
B, 172 
3, 000 
, 204 

20, 826 
, 445 
3, 311 
, 919 


101 


», 779 


472 


Small 
business 
| 


11, 643 
2, 783 
2, 725 


70, 


499 
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Utilization of simplified purchase procedures for the period July 1 to Dec. 31, 1956 


Actions Dollars Average dol- 
lar value 


Small purchase procedures: 
$1,000 or less: Thousands 
DD Form 702 and 738. 81, 780 
Standard Form 44 7 5, 109 
Imprest funds 3, 775 
Other funds 2, 555 


93, 219 


Charge accounts: 
Number of individual transactions 
Purchase orders issued against 
ecial utilization: 
DD Forms 702 and 738 (over $1,000) 
Open end contracts: 
Number of contracts in force 
Orders against Army contracts 
Call type contracts: 
Number of contracts in force 
Orders against Army contracts 





Prepared by Procurement Statistics Section, Programs and Budget Branch, Procurement Division, 
DCSLOG Mar. 1, 1957. 


Source: DA 377. 
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Mr. Mutrer. As I have indicated, Mr. Askins, we will have to have 
you back again early in May, when we dig into the procurement prob- 
jem, which will be the main subject of our hearings at that time. 

Is there anything you wish to tell us with reference to the legisla- 
tion that we are now considering? Is there anything your Depart- 
ment thinks we ought to know about possible amendments to that 
legislation so as to make your program more effective in accordance 
with the intent of Congress ¢ 

If you are not prepared to give it to us now, you might consult with 
the other men in your Department, and let us have your recommenda- 
tions as soon as you possibly can. 

Mr. Asxtns. I should like to, having listened to other witnesses 
here and the questions that have been asked of them, I have given con- 
siderable thought and time of how I actually feel and how the Depart- 
ment of the Army actually feels in behalf of the Small Business Ad- 
ministration, it being a permanent agency, the place it has in this 
procurement field, the job that they can do which we cannot possibly 
do, and the things we must do to fulfill our mission, and also recogniz- 
ing the fact in the present law you give them certain authority wherein 

e are saddled with the responsibility, even though the rw is 
aren to them, such as certificates of competency. 

However, our working relationship has been good, and we are not 
suffering from those like we did in the beginning, because we have a 
mutual under standing and getting together before they issue a cer- 
tificate, and we try to use it ‘to both of our adv antages. 

Mr. Mutter. We will have to recess now. There is no point in our 
trying to come back after this quorum call from the floor, because 
we probably will get back just about in time to open the meeting and 
then recess it again. 

We will recess now until 9 tomorrow morning, at which time we 
will hear the Navy and the Air Force. 

Mr. Asxtns. May I ask one question of the committee? 

I would like, because of the vast amount of work which has been 
put into this presentation, if I may, in working with the reporter, to 
given you the balance of those things which I would like to enter into 
the recor d, so that you will have them for the purposes of study. 
And then come May, if you have questions, then we would be ques- 
tioned on them. 

Mr. Mutter. What you do is, you will get together, if you will, 
please, with Mr. Maness and Mr. Dalmas, and indicate to them what 
additional matter you wish placed in the record. They will review 
it with you, and then they will submit it to the committee and we will 
decide whether it should go in. We want to keep this record fairly 
short, if we can, and at the same time we want in the record what is 
necessary in order to tell the full story. 

Mr. Asxtns. That I am anxious to do, because in the research and 
development field we have gone to a great amount of trouble to get 
it together for you. 

Thank you very much. 

(The information referred to will appear in pt. IT.) 

Mr. Mutrer. The hearings will now recess until 9 o’clock tomorrow 
morning. 

(Whereupon, at 3: 10 p. m., the subcommittee recessed, to reconvene 
at 9a.m., Wednesday, April 10, 1957.) 








THE SMALL BUSINESS ADMINISTRATION 


WEDNESDAY, APRIL 10, 1957 


Untrep States House or REPRESENTATIVES, 
Sretect CoMMITTEE ON SMALL BusrneEss, 
SupcomMitree No. 2, 


Washington, D. C. 


The subcommittee met, pursuant to recess, at 9:10 a. m., in the 
caucus room, Old House Office Building, Washington, D. C., Hon. 
Abraham J. Multer (chairman of the subcommittee) presiding. 

Present: Representatives Multer, Steed, Riehlman, and Seely- 
Brown. 

Also present: Irving Maness, subcommittee counsel; Victor P: 
Dalmas, advisor to the minority, and Katherine C. Blackburn, re- 
search analyst. 

Mr. Mutter. Good morning, ladies and gentlemen. 

The hearing will please come to order. 

We are very pleased to have with us this morning the representa- 


tives of the Department of the Navy. We have Vice Admiral Clex- 
ton, Capt. Neale W. Curtin, and Mr. Bannerman and Mr. Questal, 


representing the Navy. 
Admiral, you may proceed and call upon your aides for any addi- 


tional statements that they may care to make after you make yours, 
and then we will direct some questions to you. 


STATEMENT OF VICE ADM. E. W. CLEXTON, CHIEF OF NAVAL 
MATERIAL; ACCOMPANIED BY G. C. BANNERMAN, ASSISTANT 
DIRECTOR, PROCUREMENT DIVISION, OFFICE OF NAVAL MATE- 
RIAL; CAPT. N, W. CURTIN (SC) USN, CHIEF, OFFICE OF NAVY 
SMALL BUSINESS, PROCUREMENT DIVISION, OFFICE OF NAVAL 
MATERIAL; AND M. QUESTAL, ASSISTANT CHIEF, OFFICE OF 
NAVY SMALL BUSINESS, PROCUREMENT DIVISION, OFFICE OF 
NAVAL MATERIAL 


Admiral Ciexron. Mr. Chairman and members of the House Se- 


lect ee on Small Business, I am Vice Adm. E. W. Clexton, 
United States Navy, the Chief of Naval Material. Under the direc- 
tion of the Secretary of the Navy, I am responsible for effectuating 
policies for production, procurement, and supply management 
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throughout the Naval Establishment. This includes the establish- 
ment of Navy small business policy. The naval procurement organi- 
zation is responsible for providing the material requirements that are 
developed by the Chief of Naval Operations for the maintenance and 
operation of the United States fleet. In fulfilling these require- 
ments, I am vitally concerned with the role that small business plays 
in supplying the Navy’s material needs. I therefore appreciate this 
opporunity to speak to you about the Navy small-business program. 
In view of the fact that the program is a joint Navy-Small Business 
Administration program, the Navy’s statement will also cover the 
cooperation which we receive from the Small Business Administra- 
tion. 

We have in the Navy what I consider to be a very effective small 
business organization. This organization is headed up by Capt. N. 
W. Curtin, Supply Corps, United States Navy, Chief, Office of Navy 
Small Business, and consists of Navy small business specialists and 
industry cooperation representatives. Captain Curtin, who is with 
me today, will give you later on a full report on the operation and 
accomplishments of the program. 

I am also accompanied by Mr. G. C. Bannerman, Assistant Director 
of our Procurement Division, and Mr. Questal, Assistant Chief of the 
Office of Navy Small Business. When the Navy’s presentation is 
concluded, we will be glad to answer your questions. 

The Navy small-business program is a long-range program de- 
signed by the Navy and the Small Business Administration to aid small 
firms to participate in Navy procurements. Through this program, 
small concerns are aided in gaining placement on the bidders’ lists of 
appropriate Navy purchasing activities and in competing for Navy 
procurements. They are also assisted in locating subcontracting op- 
portunities with Navy prime contractors. The authority for. the 
Navy small-business program is set forth in the Armed Services Pro- 
curement Act of 1947, as amended; the Small Business Act of 1953, 
as amended; Department of Defense Instructions; and Navy Pro- 
curement Directives which are issued by my Office. All Navy purchas- 
ing activities are required to implement the small-business policies 
and procedures contained in section 34 of the Navy Procurement 
Directives. Through periodic reports submitted to me by Captain 
Curtin, I maintain a continuous review of the Navy small-business 
program’s operations and results. 

The Navy enjoys excellent relationship with the Administrator, 
Small Business Administration and his staff and cooperates closely 
with that agency in carrying out overall procurement policies and 
procedures in behalf of small business concerns. A representative 
of SBA is a member of the Council of Small Business Specialists and 
is given a full opportunity to participate in the council’s discussions 
and to make recommendations covering Navy small business policies 
and procedures. He also reviews with us the effectiveness of our 
small business policies and procedures. Representatives of the Navy 
have taken part in 20 SBA procurement conferences which were held 
throughout the country last year. Through our joint cooperation, I 
feel that our small-business program is becoming more effective each 
day and that every conceivable effort is being made to allow small 
business a fair opportunity to compete for Navy procurements. 
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At this time, I would like. to introduce Captain Curtin, who will 
outline to you the Navy small-business organization and its operation. 


STATEMENT OF CAPT. N. W. CURTIN, USN, CHIEF, OFFICE OF NAVY 
SMALL BUSINESS, PROCUREMENT DIVISION, OFFICE OF NAVAL 
MATERIAL 


Captain Currin. I am Capt. Neale W. Curtin, Supply Corps, 
United States Navy, the Chief of the Office of Navy Small Business. 
My office is located in the Procurement Division, Office of Naval Ma- 
terial, and I perform my duties under the direction and supervision 
of the Assistant Secretary of the Navy (Material), the Chief of Naval 
Material, and the Director, Procurement Division, Office of Naval 
Material. Through them, I am directly responsible for the adminis- 
tration, supervision, and the coordination of the Navy small-business 
program. In the performance of my duties I am given a wide freedom 
of action and I have direct access to my superiors in regard to small- 
business matters. A constant and continued review is made of the 
Navy small-business program. Periodic reports are made to the As- 
sistant Secretary of the Navy (Material), the Chief of Naval Material, 
and the Director, Procurement Division, on the effectiveness of the 


rogram. 
4 Through the Council of Navy Small Business Specialists, I maintain 
close contact with the Navy small-business specialists appointed within 
the technical bureaus and offices of the Navy Department and the 
field purchasing activities. 

It is my responsibility for ensuring that Navy small-business poli- 
cies are being effectively implemented by the Navy procurement or- 
ganization. <A total of 86 Navy small-business specialists, appointed 
within Navy purchasing activities, on a full- and part-time basis, 
and a total of 55 industry cooperation representatives, appointed 
within the Navy Material Inspection Offices, on a part-time basis, 
form the Navy small-business organization. They are located in Navy 
activities throughout the country and are dedicated to their responsi- 
bilities for aiding small-business firms to participate in Navy pro- 
curements as prime contractors and as subcontractors. Within their 
respective naval activities, they are the focal points for the Navy 
small-business program and they work very closely with Navy con- 
tracting officers, procurement and technical personnel to implement 
the small-business policies and procedures. <A directory of their 
names, addresses, and telephone numbers is given to each small con- 
cern which desires Navy procurement advice and counsel. 

The Navy procurement organization consists of 10 bureaus and 
offices located in the Navy Department, Washington, D. C., who are 
responsible, under the supervision of the Secretary of the Navy, for 
furnishing to the fleet the weapons, material, and supplies it needs 
for its maintenance and operations. Each of the 10 bureaus and 
offices has its own purchasing organization. More than 80 percent 
of the Navy’s procurement dollars are spent by them. Under the 
Bureau of Supplies and Accounts, a decentralized field purchasing 
organization located throughout the country furnishes logistic services 
to naval forces, These purchasing activities buy repair parts, spare 
parts, material, and supplies for the Navy supply system, for direct 
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delivery to the ships of the fleet, for backup stocks, and for station 
maintenance. These field purchasing activities are located at spe- 
cialized inventory-control points known as supply demand control 
points, regional Navy purchasing offices, naval shipyards, naval ord- 
nance plants, and naval air stations. Other field purchasing activities 
under the Bureau of Yards and Docks, Military Sea Transportation 
Service, and the United States Marine Corps perform similar func- 
tions in specialized fields. Every Navy purchasing activity which 
has authority to place procurements valued at $1,000 and above is 
required to appoint Navy small-business specialists and to carry out 
an effective small-business program. 

The Navy small-business specialists within the purchasing activities 
throughout the country carry out the policies and duties set forth in 
section 34 of the Navy procurement directives in behalf of small 
business. They are an integral part of the Navy procurement organ- 
ization and work very closely with Navy contracting officers, pro- 
curement and technical personnel, and with representatives of the 
Small Business Administration who are assigned to their purchasing 
activities. They report directly to the head of procuring activities 
or to the commanding officers of field purchasing activities which 
spend more than 90 percent of the Navy procurement dollars, 

Navy small-business specialists perform the following functions for 
small business: 

(1) Act as a focal point within Navy purchasing activities for all 
small-business inquiries and problems. 

(2) Assist small-business firms to obtain information on military 
procurement. 

(3) Assist small-business firms to gain placement on the bidders’ lists 
of appropriate purchasing activities. 

(4) Assist small-business firms to locate subcontract opportunities. 

(5) Screen all proposed procurements within their purchasing 
activities to determine whether or not the procurements are in the 
small-business potential in order to assure that small-business firms 
are given adequate opportunity to compete for procurements in their 
potential. 

(6) Locate additional qualified small-business concerns when such 
concerns are not adequately represented on the bidders’ lists. 

(7) Assist major Navy prime contractors to develop, establish, and 
administer the defense subcontracting small-business program. 

(8) Publicize daily all proposed unclassified procurements valued 
at $10,000 and above in the Department of Commerce Synopsis of 
United States Government Procurements, Sales and Contract Awards. 

(9) Publicize weekly all unclassified contract awards valued at 
$25,000 and over in the synopsis to enable small business firms to locate 
subcontract opportunities. 

(10) Distribute to small-business firms copies of the ONM pub- 
lication Selling to Navy Prime Contractors. This publication sets 
forth the Navy’s subcontract program on behalf of small business and 
contains the names of approximately 500 major contractors that have 
agreed to subcontract to small business to the maximum extent 
practicable. eh ( 

(11) Cooperate with the Small Business Administration, Federal, 
State, and local agencies in regard to small-business matters. 
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(12) Participate in Small Business Administration procurement 
conferences, regional armed services small-business councils, and in 
community programs. 

Inspectors of naval material also play a very important role in the 
Navy small-business program. Within their inspection area they are 
the focal point for Navy participation in the Small Business Admin- 
istration (SBA) procurement conferences, Armed Forces community 
procurement-production clinics, and Department of Commerce tech- 
nological exhibits. They work closely with Navy prime contractors 
during the administration of their prime contracts and cooperate fully 
with the regional SBA field offices. During the past 2 years they have 
done an outstanding job in coordinating Navy participation in SBA 
procurement conferences. 

Navy industry cooperation representatives perform, on a part-time 
basis, the following functions in behalf of SBA and small-business 
firms: 

(1) Provide regional Small Business Administration offices, upon 
request, such services as making available technical information, facil- 
ity records, field surveys, security reports, and general information 
on Navy procurement. 

(2) Provide regional Small Business Administration offices, upon 
request, names of potential prime contractors and subcontractors which 
may be available through the administration of Navy contracts, in- 
vestigating the technical competence of firms prior to making the 
recommendation. This does not include making preaward surveys for 
specific procurements. 

(3) Provide potential and actual supplies, upon request, informa- 
tion on technical specifications and requirements, interpretation of 
contracting terminology, and bid proc edures. 

(4) Assist potential subcontractors by furnishing, upon request, 
information concerning subcontracting opportunities with Navy prime 
contractors. 

(5) Maintain liaison with representatives of the armed services, and 
Federal and State Government activities on industry cooperation mat- 
ters, by exchange of information, by cooperating with local-govern- 
ment agencies in programs to assist small business, and by such addi- 
tional general cooperation as appropriate. 

(6) Assist major Navy prime contractors to develop, establish, and 
administer their defense subcontracting small-business program and 
to submit the required semiannual reports. 

Field representatives of the Bureau of Aeronautics, supervisors of 
shipbuilding, and inspectors of Navy ordnance have made a valu- 
able contribution to the successful implementat ion of the defense sub- 
contracting small-business program within the Navy. Their coopera- 
tion and teamwork in this program are responsible for the success of 
this program within the aircraft industry, shipbuilding industry, and 
the guided-missile program. Later on in my statement there will be 
a report on the effectiveness of the program. 

At this time, I want to state that small-business specialists of Navy 
purchasing activities and the industry- -cooperation represent itives of 
Navy ms terial inspection offices take a very active part in regional 
Armed Forces small-business councils which have been established in 
the areas of New York City, Philadelphia, Pa., and in the Southeast- 
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ern States area. These regional Armed Forces small-business coun- 
cils provide for a fuller interchange of information between military 
small-business specialists at the working level, and they contribute to 
a more effective implementation of small-business policies and proce- 
dures. 

Since July 1, 1953, the establishment date of the Small Business Ad- 
ministration, the Navy and SBA have made much progress in increas- 
ing the effectiveness of the Navy small-business program in the fol- 
lowing areas: 

(1) Overall procurement assistance to small-business firms who are 
seeking procurement advice and counsel and who desire to participate 
in Navy procurement. 

(2) SBA joint-determination program, known as small-business 
set-aside procedures. 

(3) Defense subcontracting small-business program. 

(4) Small-business participation in Navy procurement has been 
sustained during a period when Navy’s new weapons and material 
have become increasingly complex and costly in nature. 

During this period SBA played the following role in Navy procure- 
ment: 

(1) They advise and assist the small-business enterprises of the Na- 
tion to participate in Navy procurements. 

(2) They assist Navy to develop small-business policy. 

3 ) They plan with the Navy for the utilization of potential capac- 
ity of small-business firms. 

(4) They certify which business firms are small. 

(5) They certify to Navy contracting officers with respect to capac- 
ity and to the technical and financial competence of small-business 
firms to perform a specific procurement. 

(6) They make loans to small business. 

(7) They initiate requests to Navy contracting officers for the set- 
aside of Navy procurements in the small-business potential, when it is 
determined that such set-aside is to be in the interest of mobilizing the 
Nation’s productive capacity or to be in the interest of war or national 
defense. 

Over a period of several years, fiscal year 1950 to fiscal year 1956, 
inclusive, small-business firms have received $714 billion in Navy 
prime-contract awards. These dollars represent 30.3 percent of the 
total Navy procurement dollars spent for this period. For the first 6 
months of the fiscal year 1957, small-business firms received $423,- 
892,000 in Navy prime-contract awards. This represents 16.2 _ nt 
of the Navy’s procurement dollars at this point of the fiscal year. At 
the present time, small-business firms are receiving 70.5 percent of all 
procurement dollars in their potential by small-business specialists. 

In the small-business subcontracting area, the Office of Naval Ma- 
terial conducted in 1952, 1954, 1955, and 1956 selective surveys of the 
dollar value of first-tier subcontracts being placed by major Navy 
prime contractors with small business. These studies indicate that 
small-business firms received through first-tier subcontracts the fol- 
lowing estimated poresmtages of total prime-contact dollars placed 
with large concerns: 1952, 20 percent; 1954, 21.7 percent; 1955, 15.7 
percent ; 1956, 16.6 percent ; 1957, 19.7 percent. 

I believe that an acceptance of the small-business defense subcon- 
tracting program by an increasing number of major military prime 
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contractors will contribute to a more effective subcontracting program 
on behalf of small busines. 

I would like to give you supplemental information on small-business 
participation in Navy procurement. Since the establishment of the 
small-business set-aside procedure in July 1953, the Navy and the 
Small Business Administration have made improved progress in the 
effectiveness of this procedure. Navy contracting officers have during 
this period agreed to 6,365 small-business set-asides valued at $501 
million. These set-asides were requested by SBA representatives as- 
signed to Navy purchasing activities. During the first 6 months of 
this fiscal year, small-business set-asides have ‘amounted to $103 mil- 
lion. This was in contrast to’ $63 million in the first 6 months of the 
previous fiscal year, 1956. 

The Navy is now carrying out a plan of action designed to maintain 
and increase small- business participation in Navy procurement, and 
here is the plan: 

(1) In view of the increasing importance of research and develop- 
ment in Navy procurement, the ‘Office of Naval Material is now engag- 
ing in a program of reiteration of the Navy small-business program, 
including i its objectives and policies, with special emphasis on research 
and development procurements. This program is an effort that is 
conducted jointly by the Chief, Office of Navy Small Business, and the 
small-business spec lalists assigned to each bureau of the Navy Depart- 
ment, and it is accomplished through a series of indoctrination lectures. 
It is directed particularly to the technical, engineering, and research 
personnel of those activities that are placing contracts for research and 
de velopment and proprietary items. 

(2) Based upon the operating experience of members of the Council 
of Navy Small Business Specialists, discussions of the Council are con- 
sistently directed toward the improvement of the existing Navy small- 
business policies and procedures. The Council also pays particular 
attention to current operations in the research and development area. 

(3) Visits by my Office to the plants of major Navy prime con- 
tractors, who have ‘adopted the defense subcontracting small-business 
program, will be continued. Major Navy prime contractors are being 
encouraged to increase subcontracting to small-business firms. 

(4) Navy contracting officers are conscientiously supporting the 
Navy small-business program and making increased use of small- 
business set-asides in the placement of their procurements. 

(5) The Navy will continue to give its full cooperation and sup- 
ai to the Small Business Administration and will take active part 
in future SBA procurement conferences in order to assist small con- 
cerns to participate in Navy procurement. 

This plan of action will insure the increased effectiveness of the 
Navy pana business program. 

Before I end my statement I would like to state that Navy con- 
tracting officers, Navy small- business specialists, Navy Material In- 
spection Service personnel and major Navy prime contractors are 
giving the small-business program their full support and ee 
The progress made to date on the effectiveness of the Navy small- 
business program is due to their efforts and teamwork. 

I have observed the performance of the Navy small-business special- 
ists for 4 years. and I know they are dedicated to their program and 
have been outstanding in their efforts to make our program work. 
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If there are -_ questions that you may have concerning the op- 
erations of the Navy small- business program, I will be pleased to 
answer them. 

Mr. Mutter. Thank you, Captain. 

Are there any ¢ additional statements to be made? 

Admiral Ciexton. No, sir. 

Mr. Motrer. Mr. Riehlman. 

Mr. Rreniman. Captain, you have given us quite a fine description 
of your staff’s activities. I understand that you have 84 Navy special- 
ists in the Navy who are assigned directly to the procurement officers? 

Captain Currin. Yes, sir. 

Mr. Rrentman. And that you have 55 industrial specialists on 
part time? 

Captain Curtin. Yes, sir. 

Mr. Rrestman. Now, in your own position as Director of this 
activity, do you have direct communication and access to these 84 
specialists ¢ 

Captain Curtin. Yes; I do. I have it two ways. I can either 
call them on the phone myself directly, sir, or I can work through 
the chain of command. Now, sometimes it is best to work through 
the chain of command and other times it is best to reach them di 
rectly by telephone. I have an agreement with the Bureau that I can 
use either plan; that I can go direct to them or I can go through the 
chain of command. However, when I do go direct to them I alw: ays go 
back and tell that Bureau that I have talked with their people and 
the reason why. 

Mr. Rreutman. What is the procedure if they want to get in touch 
with you? Suppose a specialist sitting beside a procurement officer 
finds that he is having difficulty prevailing upon that man to recog- 
nize his position as a representative of small business, trying to prevail 
upon him to reconsider his position on this procurement program or 
contract. What access does he have to you other than to go through 
from one command to another ! 

Captain Currin. From what I understand they give him the same 
freedom of action that I am allowed to reach them. However, he, in 
turn, if he calls me directly, must go back and advise them that he 
has talked with me in order that our joint efforts will be directed 
towards the problem, but what I do want to point out is that we do 
have the freedom of action, and I believe that all of the small business 
specialists are very responsive to the problems that come up, sir. 

Mr. Rrentman. Have there been any instances in the past 4 years 
when you have been in charge of this program where a small ‘busi- 
ness specialist has come direct tly to you in respect to a problem he is 
he ¥ ing with the procurement officer ¢ 

Captain Curtin. Yes, sir; one was on the interpretation of the regu- 
lations. The contract was to be placed that day. It was down at ASO 
in Philadelphia. They had to get fast action. They did call me. We 
gave them the advice that cle ared up the matter. I went over to the 
Bureau of Supplies and Accounts and told them that I had given 
that interpretation to the Aviation Supply Office. 

Mr. RirnimMan. Are most of these men who are small business 
specialists civilians? 
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Captain Curtin. Yes, sir. At the present time out of the 84 small 
business specialists, we have—excuse me, sir. I just want to check 
that. 

Mr. Qursrau. At the present time, sir, there are 18 officers and 68 
civilians. 

Mr. Rrentman. In the hiring of these 68 civilians, whose responsi- 
bility is that? ' 

Captain Curtin. The program works this way, sir: The field pur- 
chasing activities are required to implement the policies that are con- 
tained in the Navy procurement directives. In that implementation 
of these policies they are required to hire or to appoint a small busi- 
ness specialist. Now, that small business specialist may be military 
or may be a civilian, depending upon the operation of that agency and 
its own peculiar problems. 

Mr. Rreutman. That is in the field where this activity is carried 
on ¢ 

Captain Curtin. Yes, sir. 

Mr. Rrentman. Now, of course, that would be up to the officer in 
charge ? 

Captain Curtin. Yes, sir; it would sir. 

Mr. RieuimMan. Then the small business specialist would be directly 
under his direction. 

Captain Currin. Yes, sir, and also I want Mr. Bannerman to 
speak on that. 

Mr. Bannerman. I would like to make it clear, Mr. Riehlman, 
that it is not the contracting officer we are talking about. It is the 
head of the procuring activity. For instance, the Chief of the Bureau 
or the head of an activity like the Aviation Supply Office. The small 
business specialist would work for the head of the activity and not the 
contracting officer. 

Mr. Rrmexwiman. But he would not be attached to the contracting 
officer and be under his direction ? 

Mr. BannerMan. No, sir; he would be under the head of the ac- 
tivity. 

Mr. Rizuc_man. In the field where located. 

Mr. Bannerman. I think we should understand that about 80 per- 
cent by dollars of procurement is performed in Washington in the 
major bureaus, and in those instances he would be under the head of 
the Bureau. 

Mr. Rreuiman. And if he was to be disposed of or his services dis- 
posed of, who would have the authority ? 

Mr. BannerMaNn. The head of the Bureau. 

Mr. Riruitman. And not the gentleman he is working with? 

Mr. BANNERMAN. Not the contracting officer. 

Mr. Rreuiman. Have you any instances, may I ask this, that you can 
recall where a contracting officer has asked that a civilian be removed ? 

Captain Curtin. No, sir, not to my knowledge, sir. 

One thing that I do want to point out, that Admiral Clexton holds 
the chiefs of the bureaus and the commanding officers of the activities 
responsible for carrying out the small business program, and if any- 
thing doesn’t work in that small business program, then Admiral 
Clexton contacts the chief of the bureau or the commanding officer 
of that activity. 
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That is the reason why the small business specialist reports directly 
to the Chief of the Bureau or to the commanding officer, because he is 
held responsible for making sure the program works, sir. 

Mr. Rieuiman. Mr. Chairman, that is all of the questions I have 
at this point. 

Mr. Mutter. Mr. Steed. 

Mr. Sreep. Captain Curtin, on page 4 on item 1 you have listed 
there, I assume that it means: what it says and that any problem any 
small-business man might have would come within the purview of your 
activity ? 

Captain Curtin. Yes, sir. 

Mr. Streep. I would like to now direct your attention to a kind of 
problem a small-business man has that arises before he is eligible to 
seek a contract, and that is in getting approval of an item that he has 
developed so that it could be purchased and used in material. I want 
to take a minute of your time to describe a problem that I have had 
brought to my attention recently, and see if you can help me advise 
this man as to what he should do next. 

This man invented and patented an aluminum safety bolt. As you 
know, that is a sort of bolt that has a hole through it so after it is put 
in place it can be wired and kept there so that vibration wouldn't 
cause it to come out. 

Now, he claims that through laboratory tests and experimentation 
this bolt not only has met every standard and qualification that that 
type of bolt is supposed to meet, but that it has been proved to be far 
superior to any bolt now presently in the AN Catalog. He went to a 

rime contractor who used this sort of item, and they made tests with 
it and found that it was not only more satisfactory than the bolts they 
presently use, but that it lent itself to more rapid replacement on 
those items where the bolt must be taken out and put back from time 
to time, but because it wasn’t in the AN Catalog they were not allowed 
to purchase it. 

Now, he is a small-business man who is financially able to produce 
this bolt in any quantity. So he came up here to see how he could 
get his item in the AN Catalog, and after being advised by innumerable 
advisers and bounced from place to place he never did get any answer, 
except that somewhere along the line he became conv inced that if he 
ever did get the item in the ‘AN Catalog that then you could take his 
item and have it made by somebody else besides him, and even if he 
got in the catalog he got no assurance he could ever sell his bolt. 

I don’t know whether that is true or not. 

He told me that the best hope that was held out to him was it would 
be months, if not years, before he could hope to unravel all of the red 
tape he encountered in trying to get this item into the AN Catalog. 

I would like to know what I can tell that man as to where he can 
turn next in the hope that he might get some kind of an answer. 

Captain Curtin. May I have Mr. Bannerman answer that question, 
Congressman ? 

Mr. BannerRMAN. To answer the first part of your question first, 
Mr. Steed. I think clearly he should well go to Captain Curtin’s 
office to start his operations within the Navy. The Navy has a regu- 
lar practice within the Office of Naval Research of evaluating inven- 
tions that are brought to our attention. This evaluation is not neces- 





l of 
> to 
has 
ant 
had 
vise 


you 
‘eA 
n’t 


‘ion 
hat 
far 
0a 
rith 
hey 

on 
ime 
ved 


uce 
uld 
ble 
ver, 
he 
his 
he 


uld 
red 
log. 
can 


ion, 


rst, 
in’s 
gu- 
en- 
"eS- 


SMALL BUSINESS ADMINISTRATION 369 


sarily fast because not infrequently it takes considerable time to 
achieve a proper evaluation. 

If the Navy considered that his invention was valuable to the Navy, 
then the Office of Naval Research, working with the technical bureaus, 
could take such steps as are necessary, and I do not give you any 
assurance that it would be fast, to change specifications throughout 
the Navy to make this a suitable item for use in Navy specifications. 

Now, if it isa patented item, as I gather it is—— 

Mr. Steep. Yes, sir. 

Mr. Bannerman. The Navy has no right to take his invention and 
have it produced by others without full compensation to him. Our 
normal practice is this—that if we feel that it is important to the 
Navy either for mobilization purposes or for purposes of achieving 
competition in our procurement to have additional sources of supply 
for a patented item, we will negotiate with the patent holder to pay 
a royalty to get a license to use his patent, in which case we would 
then feel free to have the device made for us by anyone. 

In very urgent military circumstances we do have the legal right 
to infringe his patent. The fact of the matter is, this can only be 
exercised with the approval of the Secretary of the Navy, and it 
is rarely done and would only be done for miliary purposes, and when 
done we would expect to reimburse him in either a court action or 
if we could arrive at an agreement in a negotiated settlement. 

Admiral] Ciexron. I would like to add a little bit to this, too. If he 
can convince an aircraft manufacturer that this bolt is superior to 
anything now being used, the aircraft manufacturer can come to the 
Navy and Air Force and get permission to use this item. 

Mr. Sreep. Now, he had letters from some aircraft manufacturers 
saying that they would like to use the bolt; that they had experi- 
mented with it and found it to be superior to any they had in their 
eearroree and with that he thought he was in a very strong position, 

ut after about 2 weeks up here and innumerable conferences he didn’t 
feel that he was any closer to a decision than when he arrived, and 
he now has presented his problem to the Bureau of Standards and 
he hoped maybe he could get some technical backing from them that 
would strengthen his position. 

He is making and selling the bolt for purposes other than military 
already, and he wanted my help and I immediately put him in the 
channels of what I thought was small-business advisers and it seems 
like I got him into a forest he had trouble getting out of. I was just 
wondering if we really have got the machinery that will help the 
small-business man or whether we have got some boards and advisers 
all over so that we lose him instead of helping him. 

Admiral Ciexton. In connection with a bolt of this sort, the manu- 
facturers of aircraft are required to use the AN standard in order 
that we will not have millions of different types of bolts in our air- 
craft. However, if there is a significant development that comes 
along that makes his product much better than others, and he can get 
a manufacturer to come to the Department who is buying this item, 
he can generally get them to agree to use this item. 

Mr. Sreep. I didn’t want to have the record show here that I think 
everything he says is so. I am merely presenting to you the story he 
gave to me, and surely there ought to be some way he can get a “Yes” 
or “No” or some sort of final answer as to where he stands. 
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Captain Currin. There is one comment that I would like to make. 
Now, this is a new invention. Now, I have found from my past experi- 
ence, talking with different bureaus, that early in the year they obli- 
gated their research and development money, and if they don’t happen 
to have that research and development money available when this firm 
comes in, no matter how good the new product is, they will not be able 
to make any fina] decision as to whether or not they can use that until 
additional funds become available. 

Mr. Motrter. I can’t quite understand two things you said in answer 
to Mr. Steed’s question. No. 1, why can’t he get fast action as to 
whether or not it is any good? No. 2, why does he have to wait for an 
antematt manufacturer to present it to them as something they want 
to use ¢ 

Mr. Bannerman. I don’t think Admiral Clexton was suggesting we 
would have to wait for an aircraft manufacturer, in answer to your 
second question first. He is suggesting that that is one way the ques- 
tion comes before the Navy. 

The answer to your first question would be that it takes awhile to 
evaluate the usefulness of a new device of this kind. It has to be tested 
and tried under a variety of different circumstances and certainly 
before it would go into aircraft, which I think was the application 
suggested, the Government would have to be awfully sure it was a good 
device, better than the one we now have. I think the man is entitled 
toa “Yes” or “No” answer. 

Mr. Mutrer. Suppose you try to give us some idea as to what you 
mean by fast action or waiting awhile. Are you talking in terms of 
months, years or days or what ? 

Mr. Bannerman. I don’t think it is possible for me in the abstract 
to answer that question, Mr. Chairman, because it depends entirely on 
what the item is, how long it would take to appraise it. 

Mr. Mutrer. Let’s take this precise item, the bolt. 

Mr. Bannerman. I would need to know what the laboratory tests 
were for testing it, whether it was to be tested, and the nature of the 
test. I couldn’t answer that in respect to the specific device. You 
might be able to, Admiral Clexton. 

Admiral Ciexton. Several months. 

Mr. Mutter. Why should it take that long? 

Admiral Crexton. In the first place, it has to be better than what 
we now have to even get into the AN Catalog. We would test this item 
for the qualities and usability, its quick detachment, as Congressman 
Steed indicated, and it would be in competition with what other items 
do the same job. 

Mr. Bannerman. And its durability among other things. 

Mr. Mutter. Your specifications already indicate the strength and 
durability and every other item that goes into the analysis of the 
usability and strength of bolts that you are using. You have all of 
that information as to what you are using; am I right? 

Admiral Ciexton. That is right. 

Mr. Mvtrer. He comes along with another bolt. Now, why should 
it take months to determine whether or not that is better than what 
you have? 

Admiral Crextron. Well, you have to have an analysis of the item 
itself for physical properties, and then you certainly 
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Mr. Mutter. Let’s stop there a moment. It is made of aluminum. 
Now, certainly you can tell very quickly—as a matter of fact, you 
don’t have to stop to analyze the tensile strength of that aluminum. 
You can indicate in your specification what it must be; am I not right? 

Admiral Crexton. That is right. 

Mr. Mutrer. So if we eliminate that item there should be no diffi- 
culty about that. 

Admiral Crexton. No. I believe they would still make a physical 
check of the material in his aluminum, because it would be an alloy 
if it had any strength. Then they would have to vibrate this bolt 
if it is subjected to vibration. 

Mr. Sreep. The thing that I wondered about. Now, he had gone 
to what I assume to be a creditable laboratory, independent testing 
laboratory, and had reports from these laboratories as to what their 
tests had determined, but he was told that those tests were only for 
his information and would not be as thoroughly acceptable by the 
military. They wanted to run their own tests and, if my memory 
serves me correctly, he then made arrangements for the Bureau of 
Standards to make some tests on the assumption that their reports 
would be acceptable. 

Admiral Ciexron. I am sure the Bureau of Standards report would 
be acceptable to the service. As a matter of fact, they make many 
of these tests for the services. 

Mr. Steep. I didn’t want to debate the merit or demerit of his item. 
I just wanted to use this as a case in point as to what a small-business 
man faced when he had any kind of an item that he wanted to submit, 
and the merry-go-round that he got on when he was trying to get his 
answer and find out whether he had an item that could be used or 
not be, and he seemed to run into this interminable delay everywhere 
he turned. That was the point at his end, because I doubt that in this 
kind of an item time was of the essence, but in the operation of his 
business he seemed to think that time was important. 

Admiral Cirexton. You mentioned the AN standards. The AN 
standards of material for Army and Navy aircraft during those pe- 
riods when AN was established have been going for 30 years, and 
you can be sure that most of the items on the AN standards are pretty 
well tested in service, and to break into that league is difficult. 

Mr. Rreniman. Will the gentleman yield? Let me ask this ques- 
tion: That raises another point, Admiral. What chance has a small- 
business man then of getting into this field? You say it is a league 
he has to break into to get considered. Is there any provision at all 
where a man has an article such as my colleague has mentioned, which 
is worthy of consideration and it stands the test; is there any con- 
sideration given to him at all? Is it just this barrier that this is the 
league we have been buying from, and unless you can prove beyond a 
question of a doubt that you are superior and better there is no hope 
of your getting in here? 

Admiral Ciextron. No, sir. Any better product than the ones we 
are now using can get in. 

Mr. Rreutman. What about equally as good? 

Admiral Crexton. Equally as good. 

Mr. Rreniman. Has he got a fight then with the league that has 
been established ? 
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Admiral Ciexton. Yes. 

Mr. Rirewiman. Isn’t that overlooking the objective that we are 
here to help and assist a fellow who has an article that he is not able 
to sell, that they break down this barrier and give him the chance if 
the article is equal to that of the other person, “to test and to see that 
he gets a chance to get a portion of the procurement ? 

Admiral Ciexron. I think we are talking mostly of a technical 
problem here, and not procurement. Anybody who is on the AN 
standards list has equal. opportunity of procurement. 

Mr. Rreutman. Even on a technical piece of equipment? Suppose 
you have a small man who has been working through the years to 
develop a technical piece of equipment and he arrives at what he 
figures is the top. He has done his best, and he has an article which 
in his own estimation and according to tests is equal to the other 
fellow’s, and the other fellow, because it is a technical piece of equip- 
ment, is in the league. What chance has the little fellow of breaking 
in? 

Mr. Bannerman. Mr. Riehlman, the AN standards are constantly 
being changed. Anybody who can meet our specifications and whose 
product, after thorough analysis, meets our specifications will be ad- 
mitted into the league. The subject mentioned here involved a 
patented item. If that patented item were sufficiently better than any- 
thing we had so as to outmode what we have 

Mr. Mottrer. Why must they be better? Don’t your specifications 
say “or equal”? 

Mr. Bannerman. If he has an item that meets our specifications, 
be will be admitted and his product will be in competition. 

Mr. Motrer. If he is low bidder, he is entitled to the contract. 

Mr. BannerMaAn. No argument about that, Mr. Chairman. That 
is precisely what I was trying to say. I was going beyond the point 
where he might come up with a product which was suffic iently better 
than anything we had, to outmode anything we had. If that was a 
patented item, then we raise different questions. In that case, what 
we would be seeking presumably is a sole source position. There is no 
problem theoretically, certainly, in his getting on the list if his product 
meets our specification. He would not have an exclusive position on 
our list. 

Captain Curtin. Congressman, what I want to say is during the 
past 4 years we have had quite a few small-business firms who have 
come into our office asking for assistance that you are describing here. 
The procedure exists, sir, that they come into our office. We will sit 
down and talk with them and find out the nature of the item that they 
have to sell to the Navy. I will get in touch with the small-business 
specialist in either the ‘Bureau of Aeronautics, the Bureau of Ships, 
or the Bureau of Ordnance. 

Now, about 3 years ago I can remember that a firm came down from 
New Jersey. They had a special know-how in watchkeeping. After 
visiting with the small-business specialist in the Bureau of Aero- 
nautics, the Bureau of Ships, and the Bureau of Ordnance, the Bureau 
of Ordnance small-business specialist put him on their bidders’ list, 
and that man said to me, “What shall I do from now on in order to 
make sure that my product gets consideration?” The Bureau of 
Ordnance small-business specialist and myself said, “Keep in touch 
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with the technical desk of that Bureau.” He did for about 4 or 5 
months, and one day the Bureau of Ordnance small-business specialist 
called up and said, “You know, that man you brought in, he was 
just awarded a contract of $265,000.” It was in a field in which he 
had a special know-how. It was in mine countermeasure. 

Now, this was one case in my personal experience that I know 
a small firm did receive a contract award from the Navy. 

Mr. Riruiman. I think the thing the committee fears as much as 
anything else is that there is this league from which the Departments 
of the Army, Navy, and Air Force. have.been procuring through the 
years. It is the easiest way with the least amount of work and 
worry on their part to procure from these people. So when the small- 
business man comes along he has got to go to all degrees of effort to 
prove that he is equal or better before he gets inside to be considered. 
That is the thing. I don’t say that is true, but that is the thing that 
I fear is going on in some of our areas. 

Captain Curtis. Sir, may I point out that the paramount duty of 
the small-business specialist in each one of our purchasing activities 
is to screen every one of our procurements, whether it is $1 or whether 
it is a million dollars, whether it is in the classified field or whether 
it is in the unclassified field—the small-business specialist screens 
every one of those procurements. 

He also interviews the small-business firms who come in lookin 
for these opportunities, and when that item comes up for whic 
that firm has a special know-how, he insures that they be placed on 
the bidders’ list, or they be asked to submit a bid or a quotation, If 
it is in a classified field, it will then be a quotation. But that is his 
job to see that they do receive consideration. 

Now, at the same time, after he has done that, he has marked 
on there who he recommends, whether or not small-business firms are 
being asked to participate, at the same time the Small Business 
Administration field representative that is attached to the Navy pur- 
chasing activity comes in and Jooks over his shoulder at the same 
procurement and either concurs in the judgment of the small-business 
specialist, or he may make additional recommendations as to the firms 
to be taken in that list. So we have a double check there. We have 
our own small-business specialist who insures that the firm gets con- 
sideration. We have the Small Business Administration representative 
looking for a set-aside if it is possible to do so. 

Mr. Bannerman. Mr. Riehlman, Mr. Questal tells me that in our 

yrocurements in the Navy of over $10,000, which is the statistical 
sa that we use, that we have been averaging over the years approxi- 
mately 100 new suppliers per month getting contracts of over $10,000. 

Mr. Murer. How many items? 

Mr. BANNERMAN. I don’t have that information. I don’t think you 
do, Mr. Questal ? 

Mr. Questa. No. 

Mr. BANNERMAN. But 100 new suppliers a month. 

Mr. Murer. That does not go to the question to which we are now 
addressing ourselves. 

Mr. BANNERMAN. It seems to me it did go to the question Mr. Riehl- 
man was asking. He was asking if a new supplier comes in what 
chance does he have. 
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Mr. Mourer. He said new supplier, but I think he had in mind a 
supplier with a new item, something you had not been using. 

Mr. Rreutman. That is true. I would just like to finish this, Mr. 
Chairman, and I want to say this to all three services. I have been 
on the other side where we have investigated these procurements. We 
have found some of them that have been bad and the contract was made 
with the company that did produce an item that was not proper and 
did not fulfill its requirements. I can understand the procurement 
officer’s position. He is bothered because he knows that he has a prob- 
lem both ways. If he makes a hasty decision and he doesn’t get the 
right item and it is not proper, he has the wrath of goodness coming 
from the congressional side. I think there has to be a happy medium 
reached here somewhere where the small man who has worked through 
the years to produce something can come to the services and just not 
be pushed around because someone has the inside deal with the depart- 
ment and the procurement officers. I am sure of this, that as far as 
our committee is concerned and the committee that I am on investi- 
gating military procurements, that if we find cases where a man has 
endeavored to do what he thinks is right—the procurement officer— 
and he is interested in helping to develop another small industry in 
this country and a small-business man, nobody in the world is going 
to come down with the wrath of goodness on him because possibly he 
made some mistake. On the other hand it isn’t going to be like the pro- 
curement of several hundred tanks, where vou have millions and 
millions of dollars involved. These are small procurements, and they 
are not running into millions and millions of dollars. 

Mr. BANNERMAN. Mr. Riehlman, we feel our door is open to those 
men, the kind you are talking about. 

Mr. Rreniman. I hope it is. I hope you understand the spirit in 
which we are trying to establish that and find out if it is a fact and if 
it isn’t see what we can do to straighten it out; am I right, Mr. 
Chairman ? 

Mr. Mouter. Yes. 

Captain Curtin. This problem that you brought out, we have talked 
about in our weekly meetings of the small business conference. We 
have talked about it many times, especially on the new product. and 
the new material. Our plan of action is that in the Office of Naval 
Research and in the Bureau of Aeronautics, the Bureau of Ordnance, 
and the Bureau of Ships when a man comes in with a new idea like 
that, we make up a card on him and the small-business specialist keeps 
that man’s special know-how on this card. Now, when the technical 
desk within a bureau initiates a new procurement for a technical item, 
our small-business specialists in those bureaus take a look at that 
procurement that has been initiated. They refer to their card system 
and recommend to that technical desk that they give consideration to 
this man if it is in his field. 

Now, this is an area that we have been trying to give close attention 
to because it is either in the research or development area or it closely 
parallels it, and we have been trying to do that, and we are trying 
to make sure that it does work, and, sir, we just want you to know that. 

Mr. Rreniman. We appreciate that statement very much, Captain. 

Mr. Mutter. Suppose that you had let a research and dev elopment 
contract to one of the big aircraft builders and that contract covered 
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specifically the development of a new type of bolt to be used in air- 
craft. They came up with an answer to the problem. They would 
have no difficulty in getting the specifications changed very quickly and 
having that put in one of your procurement items; am I right? 

Mr. Bannerman. I think if we let a research and development con- 
tract for a new type of bolt to any re: large or small, and they 
performed successfully, we would probably want to adopt the product, 
because the reason we would have made the contract in the first place 
would be because we felt a lack in that field. 

Mr. Mutrer. How does the small-business man or the big-business 
man who has done this developing and researching on his own, with 
his own money, who comes up with an answer, how does he get the 
same attention ? 

Mr. Bannerman. He submits that to the Navy in accordance with 
the process Captain Curtin has indicated. We have that product 
tested, and if we find it meets our specifications or surpasses our speci- 
fications it would be adopted and accepted. 

Mr. Murer. After a period of months? 

Mr. Bannerman. I think it would take that long, Mr. Chairman. 

Mr. Murer. How long would it take a research and development 
contractor to get his item accepted ? 

Mr. BannerMan. The research and development contractor’s prod- 
uct would be thoroughly tested during the course of the research and 
development program. It is difficult to place a time on a product like 
that because different products take different times. 

Mr. Murer. Why shouldn’t you, in allocating your research and 
development funds at the beginning of the fiscal year, set aside enough 
to take care of items brought in by private industry and not cause 
them to wait around indefinitely to get their product accepted ? 

Mr. Bannerman. Mr. Chairman, we do not use normally our re- 
search and development money for the purpose of developing things 
that can be and will be developed privately. Our research and devel- 
opment money is intended primarily for the development of weapons 
and devices which would not otherwise be developed. 

Mr. Mutter. Have you a fund set aside to test new items brought in 
to you by private industry ? 

Mr. BannerMAN. Those are included in the appropriations of the 
various bureaus. 

Mr. Mutter. Your reference to research and development in answer 
to such a matter as Mr. Steed has presented has no relevance here? 

Mr. Bannerman. I think that 1s correct. The testing of devices 
presented to us is not done with money that is appropriated for re- 
search and development purposes. 

Mr. Murer. If the small-business man brings this new item in and 
discusses it with the small-business specialist and he makes a card, and 
he then keeps knocking on his door, what, if anything, else is done so 
that that would reach the big-business part of your program if it is an 
item that can be used in big business ? 

Captain Curtin. Sir, may I answer the first part of your question ? 
There is one thing I didn’t cover. Usually when a small firm has a 
new product our procedure again, as I said, is to find out the nature 
of the product, to call the bureau small-business specialist and discuss 
it with him, and immediately he will review in his mind the different 
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types of technical desks that are in his bureau, and most usually his 
answer is, “Suppose we arrange a conference.” We will have people 
from the mine desk, or from the guided missile desk, or from the elec- 
tronics desk to sit in and to listento'this man. We have held a number 
of conferences where we have had representatives of different technical 
desks sit in and have given an opportunity to a firm to sell their 
product. 

Mr. Mutter. That is the point I want to get at. When he is dealing 
with a small business specialist in the first instance, if it is an item that 
belongs in the guided missile program, or your aircraft program, or 
your big shipbuilding program, which obviously must go to big busi- 
ness, where smal]- buisness: just: can’t compete in that kind of opera- 
tion, you don’t overlook the possibility that that belongs in that 
program and you follow through on that. 

Captain Currin. If a smal firm has a new product or new idea, 
our office through the small-business specialist makes sure that the 
technical desk has an opportunity to know about that product. 

Mr. Datmas. Mr. Chairman, may I ask a question ¢ 

Mr. Mourer. Yes. 

Mr. Datmas. Suppose a man does get in with his new item or you 
have a small concern who has a researc sh and dev elopment contract and 
is successful in either case: He gets in with his new item or he suc- 
cessfully completes the research and development contract. In either 
event he has something which is new and which he has developed. 
In one case he develops it on his own and in the other case he devdiegt 
it with the Navy. What happens to him after he gets his first 
contract ¢ 

Mr. Bannerman. Sir, if it is a product which has been developed 
by him and presumably he has patent rights to it, if it is a patentable 
item, he would be protected in such rights. If it is a product developed 
by him at Navy expense, we would have a license to have that item 
manufactured wherever we choose, and we would 7 in most 
instances subject it to competition as soon as possible. 

Mr. Datmas. Does that rule apply to your large research and de- 
velopment contracts ? 

Mr. Bannerman. Yes, sir. In every research and development 
contract which the Navy makes, we have—not only the Navy, by 
the way, the Department of Defense, and Armed Services Procure- 
ment Regulations provide that contracts calling for research ancl 
development would include a provision for roy alty- -free licensing to 
the Government. 

Mr. DatMas. Suppose this man does have a patentable item. You 
want more than one source of supply, do you not? 

Mr. BANNERMAN. Yes, sir, if we can get it. 

Mr. Daumas. So if this man develops this item and has a patent 
on it, wouldn’t you persuade him to lease it to the Navy so that you 
could advertise it and get other bids on it ¢ 

Mr. BannerMAN. There is no single answer to that question. I 
might say that if the item were an item which we knew we were going 
to ‘buy fairly frequently and in large volume, we would probably 
try to negotiate with him a royalty payment in exchange for-a license 
to have the item made by whoever we wanted to make it. I think I 
mentioned that earlier. That has been done and is being done fairly 
frequently. 
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Mr. Datmas. Suppose a large concern develops a new jet engine. 
Don’t you as a general proposition have that concern manufacture that 
engine for ‘you’? You don’t farm that out to all of the enginemakers, 
do you? 

Mr. BannerMAn. There is again no single answer to that. Prin- 
cipally for mobilization planning purposes, we try to have where 
possible more than one source for any item of the importance of a 
new jet engine. A military jet engine would probably not be firmly 
committed for the future to one location. We would negotiate licenses 
so others could make it. Whether in fact our current procurement 
would be subjected to competition from several sources is quite a dif- 
ferent question, and that would depend to a great extent on what 
facilities were required, how much make-ready expense was involved 
and such factors as that. This might run in a given jet engine to as 
much as $50 million make-ready expense, and we may very well not 
have that kind of money right now. 

We have done it, by the way, with respect to jet engines. We have 
gone to other than the development contractor. 

Mr. Datmas. Isn’t it a fact that over the years one of the claims of 
the man who has developed something new for the Government or 
he takes it to the Government, isn’t one of the continuing complaints 
this, that after he develops it and the Government gives him the first 
contract, that that is the last he ever sees of it ? 

Mr. BannerMan. I think that the answer to your question would 
have to be “Yes.” I have heard that complaint many times myself, 
and I am sure that you have. This is again a situation where the 
contracting officer is sort of inthe middle. He is going to be criticized 
whichever way he goes, but certainly if he has it within his power, 
consistent with fair treatment of the contractors who are involved, to 
get competition relatively early in such a situation as you stated, I 
think he probably would do so. He would make every effort to do so. 

Mr. Damas. Isn’t that a fact, sir, that that usually happens to the 
smaller manufacturer ? 

Mr. Bannerman. I think its incidence is not a factor of whether 
the manufacturer is large or small. It is principally governed by the 
product. The fact of the matter is that if we have a product that we 
are going to have to buy in large quantity, we certainly are going to 
try to avoid, if we can do so, sole source situations. 

Mr. Datmas. What would you do with this bolt that Mr. Steed 
mentioned ? 

Mr. Bannerman. That policy that I mentioned, sir, can work both 
ways, as I think you will recognize, with respect to small business. 
The second source whom we might have make this for us under a 
license from the first would conceivably be a small business concern, 
and he would get some advantage of it. 

Mr. Datmas. The bolt that we are talking about, what would happen 
to that on the second procurement ? 

Mr. BannerMan. If we adopted the specifications of that bolt as 
an exclusive specification so that all other bolts were eliminated from 
consideration, we would make every effort to negotiate with the in- 
ventor of that bolt a license to have others make,the bolt if we were 
going to use it in large quantity and would then attempt to buy it 
competitively. I am sure there would probably be one procurement 
from the original manufacturer. 
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Mr. Datomas. I have nothing further. 

Mr. Mutrer. As you have indicated, we very frequently get the 
complaint the other way around, where the item has been developed 
under a research and development contract and no one else can bid 
because they cannot get the detailed drawings. Do your research and 
development contracts now require the contractor to deliver detailed 
drawings along with his completed item so the Government owns the 
wherewithal to produce it, if you decide it is a good item? 

Mr. BannerMan. Yes, sir. This is not a simple problem. I am 
sure you understand that there may very well be in connection with 
one of our research and development contracts some background patent 
that the developer had before we ever made any contract with him, 
which would control our rights to go to somebody else. We would get 
the patent rights on that which he develops with our money and we 
would get drawings of the finished product, but that would not neces- 
sarily mean we had the legal right to make the item if he had some 
background invention before we stepped into the picture. 

In that latter case, let me only say our judgment as to whether we 
should try to buy up the background patent or should not, would de- 
pend on the cost of the item, the patent situation, future plans for the 
item, all those things would come into play. 

Mr. Muurer. I think it can safely be said that you make an honest 
effort to make sure others can compete and make the product if awarded 
the contract ? 

Mr. BANNERMAN. Yes, sir, we make every effort to get competition 
that we can reasonably do. 

Mr. Rreuiman. What protection, if any, is given to a subcontractor 
for furnishing a specific portion of a prime contract that has been 
developed under research and development ? 

Mr. Bannerman. Mr. Riehlman, I am not sure I understand the 
question. 

Mr. Rrearman. I have a prime contract and you have a subcon- 
tractor doing a portion of the prime. 

Mr. BANNERMAN. You mean a prime contract for research and 
development? 

Mr. Rreuiman. Yes, sir. 

Mr. BanneRMAN. Our contract arrangement, of course, is with the 
prime, and if we make certain demands on him in our prime contract 
in our research and development which he at his option elects to sub- 
contract, we assume for his protection he will let our demands on him 
flow down to the subcontractor, so he can give us everything we are 
entitled to. 

Mr. Rreutman. But there is no protection on your part for the 
subcontractor. It is entirely up to the prime contractor to protect 
him; is that right? 

Mr. Bannerman. If we put out money for research and develop- 
ment. we expect to get patent rights on anything that is developed, 
whether it be by the prime or the sub. It is up to him to protect him- 
self on that. However, the prime has contracted to give them to us, 
so I don’t know what protection you are talking about. We do not 
take, as you know, patent rights to these inventions. We simply take 
a license to practice them. That license would extend to anything 
developed under the prime contract or subcontract at our expense. 
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Mr. Rienuman. But if the prime contractor develops this program 
and he is given money through the research and development program 
to develop them, and then he subcontracts something to a subcontractor 
and this fellow proceeds to produce it, he doesn’t have any protection 
from there on under the prime contract ? 

Mr. Bannerman. The protection 

Mr, Muurer. May I suggest that should not be so even whether a 
contract is made between the prime contractor and the subcontractor 
for part of the work. 

Mr. BANNERMAN. The protection as between those two parties would 
depend upon their contract, but what we have demanded from the 
prime we would get in any event. 

Mr. Murer. Ordinarily I would say that the practice would be 
that the conditions and provisions of the prime contract would be made 
a part of the subcontract. 

Mr. BannerMan. I am sure that is correct. 

Mr. Mourer. Of course, if the prime is inclined to deal a little 
sharply with the subcontractor, and it is something he is trying to get 
him to develop for the prime, his contract may have no reference to 
the prime contract. But we can’t go into the field and try to give 
him the legal protection that he should have. 

Mr. BANNERMAN. He is in business. We assume he can protect 
himself. I might say, Mr. Chairman, this is a relatively rare instance. 
When we place a development contract with the prime contractor, 
we pick that contractor because we think he is qualified to do the work. 
There is little of that work goes out under development subcontract. 
The subcontracts are more likely to be material contracts or they are 


buying some equipment or instrument they need to use or something of 
that sort. 


Mr. Mutter. Now, with reference to the matter of definition of small 
business. Captain Curtin, we wish to address ourselves to the task 
force that was called together by the Small Business Administrator. 
What was the position of the Navy with regard to the change of 
definition ? ' 

Captain Curttn. May I ask Mr. Bannerman to answer that. 

Mr. BannerMan. The Navy supported the new definition. That 
is what I would say is the flexible 500 definition, the 500 but with some 
variation. 

Mr. Mutrzr. You mean you supported the provisions in the law? 

Mr. BanneRMAN. That is correct, sir. 

Mr. Mutter. Now, let’s get down to the details, though, of the 500 
employee definition. I am sure that all of the departments are acting 
in good faith and will act in good faith in complying with the provi- 
sions of the law which are contained within section 203 and the other 
sections of the law which call upon the Small Business Administrator 
to make the determination where there is a question as to whether or 
not a firm is or is not small business. Now, I want to know precisely 
if you can tell us, please, what the position of the Navy was with ref- 
erence to the 500 employee rule? All the Small Business Adminis- 
trator did, as to procurement was to announce the same rule together 
with the language of the statute. Now, to us on the committee that 
was no change in the rule. We have been trying to get that rule 
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changed for years. That is why we finally wrote into the law the 
definition as found within section 203. 

Now, it is all right to say the small-business man or big-business man 
who feels hurt can come in and make an application to SBA and get 
a certificate. That is not what we had in mind when we changed the 
law and put the burden on the Small Business Administrator to come 
up with a new definition. 

Mr. BannerMan. He has come up with a new definition, as you 
know, Mr. Chairman. 

Mr. Mounrer. What is new about his definition ? 

Mr. BannerMan. That is working in such a way we certainly have 
some instances of it in Navy procurement so that companies who are 
substantially larger than 500 are being certified as small. 

Mr. Mutrer. It is working because there has been no change so far 
as the 500 employee rule is concerned. 

Mr. BANNERMAN. Well, I guess we need to get this conversation in 
terms of time, but at the present time we are treating as small busi- 
ness a fair number of firms who have more than 500 employees, but 
who are certified to us as small by the Small Business Administra- 
tion. 

Mr. Motrer. All right. Now, how about the other way? How 
many companies employing from 250 to 500 have been disqualified 
by vou under the new definition ? 

Mr. Bannerman. I am not able to answer that, Mr. Chairman. 
I will say I know of none. There may be some. You may know 
of some. 

Captain Currin. Mr. Chairman, the problem that would come up 
affecting small business under the new definition would be in those 
cases where preference is given to small business. That would be 
in the case of a setaside or in the case of a high bid. Now, that is 
when it would be very important to a firm that it had the right classi- 
fication. Usually when we place our Pencarian there is at least a 
lead time of 30 days. Firms that are on the bidders’ list get an in- 
vitation to bid which specifically states that if it is a small business 
setaside that he must be a certified manufacturer. 

Mr. Mutrer. Before the new definition issued by the Smal] Busi- 
ness Administration, you started first with a numerical rule of 500 
employees. Five hundred employees or less are smal] business; over 
500 are big. That was before SBA made its so-called new definition. 
That is still the rule, it is not ? 

Mr. BannerMAN. No, sir. 

Mr. Mvrrer. How has it been changed ? 

Mr. Bannerman. The present rule is, No. 1, as a matter of practice 
it is 500 unless the Small Business Administrator has issued a cer- 
tificate indicating that a company having over 500 employees is small. 
I think the question of dominance in the industry enters into the Small 
Business Administrator’s considerations as to whether they will or 
will not issue a certificate. 

Mr. Mcttrer. What directive has your Department issued in con- 
nection with procurement since the new definition was announced 
by the Small Business Administration ? 

Mr. Bannerman. We have issued a directive in the Navy procure- 
ment. T will be glad to furnish the committee with a copy of our 
directive. 
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Mr. Murer. Do you have a copy of it available ¢ 
Mr. BANNERMAN. I am sure we do. p 
This was issued on 26 December 1956. It is our Navy Current 
Procurement Directive 30-57, and has gone into the permanent direc- 
tive as Navy Procurement Directive 34-001. It is five pages long. 
Mr. Mutrer. This can be left with us and be made a part of our 
record. 
(The document is as follows:) | x 
DECEMBER 26, 1956. 
Advance copy i 
Effective January 1, 1957. seins da ine 
[NPD 34-001] 
[NPD 34—003] 
[NPD 34—201.5h(3) ] 
From : Chief of Naval Material if} E iat: 
To: M30. For publication in the NPD and interim limited distribution 
Subject: Small-business definition 


1. The Small Business Administration has established new criteria and pro- 
cedures, effective January 1, 1957, to define and determine which concerns are 
“small-business concerns” within the meaning of the Small Business Act of 1953, 
aus amended. Such new criteria and procedures shall be applicable to all new 
procurement actions initiated on or subsequent to January 1, 1957. The Navy 
Procurement Procedures are hereby revised accordingly. 

2. NPD 34-001 is revised to read as follows : 


4-001 SMALL BUSINESS STATUS 


34-001.1 Definitions 

The following definitions apply in determinations relating to the status of 
bidders or offerers as sinail business concerns : 

(a) General definition—A small-business concern is a concern that (i) is 
not dominant in its field of operation and, with its affiliates, employs fewer than 
5OO employees, or (ii) is certified as a sinall-business concern by the Small Busi- 
ness Administration (SBA). 

(b) Dominance in field of operation.—A concern is “not dominant in its field 
of operation” when it does not exercise a controlling or major influence in an 
area of business activity. In determining whether dominance exists, considera- 
tion shall be given to all appropriate factors, including volume of business, 
number of employees, financial resources, competitive status or position, owner- 
ship or control of materials, processes, patents, and license agreements, sales 
territory and business activity. 

(c) Afiliates.—Business concerns ure “affiliates” of each other when either 
directly or indirectly (i) one concern controls or has the power to control the 
other, or (ii) a third party controls or has the power to control both. In de- 
termining whether concerns are independently owned and operated and whether 
or not affiliation exists, consideration shall be given to all appropriate factors 
including common ownership, common management, and contractual relation- 
ships. 

(d) Number of employees.—In connection with the determination of small 
business status, except as SBA otherwise determines in a particular industry or 
part thereof, “number of employees” means the quarterly employment of the 
concern in question and its affiliates based on (i) the average number of em- 
ployees reported for the proceeding four quarters to the United States Treasury 
Department under the old age and survivors insurance program, or (ii) 
the number of employees as of the most recent quarterly report, whichever 
more correctly reflects the size of the concern in question. If a concern has 
not been in existence for a sufficient length of time to have made a quarterly 
report, “number of employees” means the average monthly employment of such 
concern and its affiliates during the period such concern has been in existence. 

(e) Small-business certificate —A ‘small-business certificate’ means a certifi- 
cate issued by SBA pursuant to the authority contained in sections 2083 and 212 
of the Small Business Act of 1958, as amended, certifying that the holder of the 
certificate is a small-business concern for the purpose of Government procure- 
ment and in accordance with the terns of the certificate. 
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(f) Status of dealers.—A dealer submitting bids or offers in its own name 
shall be deemed to be a small-business concern under the following circumstances : 

(1) When it is a small-business concern within the meaning of NPD 34-001.1 
(a) above; and 

(2) When it is a regular dealer as defined in ASPR 1-201.9 (a); and 

(3) In the case of a procurement set aside for small business (NPD 34-201), 
involving tie bids, or otherwise involving preferential treatment of small busi- 
ness, a dealer not only shall satisfy the criteria of (1) and (2) above, but also 
shall agree to furnish the product of a small business manufacturer or pro- 
ducer in the performance of the contract. 


84-001.2 Determination of status 


Determinations in regard to bidders or offerers claiming status as small-busi- 
ness concerns and in regard to protests relating to such status claimed by any 
bidder or offerer shall be made in accordance with the following procedures : 

(a) Status through representation.—In the submission of a bid or proposal, 
a concern which meets the criteria contained in subparagraphs (a) or (f) of 
NPD 34—001.1 above may represent that it is a small-business concern and that 
it has not previously been denied a small-business certificate by SBA. In the 
absence of a written protest, a concern making such representations shall be 
deemed to be a small business concern for the purpose of the specific procure- 
ment involved. 

(b) Status through certification—Any concern furnishing satisfactory evi- 
dence that it holds a Small Business Certificate (see NPD 34-001.1 (e) above) 
shall, in the absence of notification by SBA that such certificate has been revoked, 
suspended, or amended, be deemed to qualify as a small-business concern, subject 
to the terms of the Certificate. 

(c) Protest of status.—Questions or protests relative to the small-business 
status of an apparently successful bidder or offerer may be raised prior to award 
by another bidder or offerer or by the contracting officer. Such questions or pro- 
tests shall be referred promptly to SBA for resolution in accordance with the 
following procedures : 

(1) Where a bidder or offerer desires to question the small business status 
of the apparently successful bidder or offerer, it shall send a written protest to 
the contracting officer and to the SBA regional office for the region in which the 
apparently successful bidder or offerer has its principal place of business. Such 
protest shall contain a statement of the basis for the protest and available sup- 
porting facts. SBA will promptly notify the contracting officer of the date such 
protest was received and will advise the bidder in question that its small-busi- 
ness status is under review. 

(2) Where the contracting officer desires to question the small-business status 
of the apparently successful bidder or offerer, he shall send a written notice to 
the SBA regional office for the region in which the bidder or offerer has its prin- 
cipal place of business. Such notice shall contain a statement of the basis for 
such notice and available supporting facts. SBA will promptly notify the con- 
tracting officer of the date such notice was received and will advise the bidder 
in question that its small business status is under review. 

Where any such protest has been submitted, the contracting officer shall with- 
hold further procurement action pending determination of the small-business 
status of the concern involved and such determination by SBA shall be accepted 
as final. Unless such determination is received by the contracting officer within 
10 working days after receipt by SBA of the protest or notice, it shall be as- 
sumed by the contracting officer that the concern will not be certified as a small- 
business concern in regard to the procurement involved. 

384-001.8 Other definitions 

[Definitions formerly set forth in subparagraphs (0) through (g) of NPD 
34-001.1, as in effect immediately prior to issuance of this NCPD, shall be set 
forth as subparagraphs (a) through (f) respectively, of NPD 34-001.3.] 

3. NPD 34-201.5h (3) is revised to read as follows: 

(3) Hach invitation for bids or request for proposals issued in connection with 
a proposed procurement which has been set aside for small business shall con- 
tain substantially the following notice: 


NOTICE TO PROSPECTIVE BIDDERS OR OFFERERS 


This procurement shall be awarded to one or more small-business concerns. 
This action is the result of a determination by the contracting officer, alone, or 
in conjunction with a duly authorized representative of the Small Business Ad- 
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ministration, that it is in the interest of maintaining or mobilizing the Nation’s 
full productive capacity, or in the interest of war or national defense programs, 
Therefore, bids or proposals under this procurement are restricted to small-busi- 
ness concerns and awards shall be made to a small-business concern or concerns. 
(A small-business concern is a concern that (i) is not dominant in its field of 
operation and, with its affiliates, employs fewer than 500 employees, or (ii) is 
certified as a small-business concern by the Small Business Administration.) In 
addition to meeting these criteria, a dealer submitting bids or proposals in its 
own name must be a regular dealer and agree to furnish the product of a small- 
business manufacturer or producer in the performance of the contract. The 
right is reserved to reject any bid or proposal when it is in the interest of the 
Government to do so. Bids or proposals received from firms not classified as 
small-business concerns shall be considered as nonresponsive. 

4. The foregoing revisions to the Navy Procurement Directives are based upon 
regulations of the Small Business Administration adopted November 30, 1956 
(see Code of Federal Regulations, title 13, chap. 11, Pt. 103, 21 Federal Register 
9709). 

The following standard forms are currently in the process of revision to ac- 
commodate the new small-business criteria and procedures referred to in para- 
graphs 1 through 4 of this NCPD: 

Standard Form 30: Invitation and bid 
Standard Form 33: Invitation, bid, and award 
Standard Form 21: Bid form (construction contract) 

Pending revision of the foregoing forms, contracting officers shall, with re- 
spect to all procurements initiated on or after January 1, 1957, amend the fore- 
going forms by deleting the portion thereof which pertains to a representation 
by the bidder as to the number of employees of the bidder and its affiliates and 
substituting therefor the following: 

(a) Bidder represents that it [1 is, LJ is not, a small-business concern. For 
this purpose, a small-business concern is a concern that (i) is not dominant in 
its field of operation and, with its affiliates, employs fewer than 500 employees, 
or (ii) is certified as a small-business concern by the Small Business Administra- 
tion. (See Code of Rederal Regulations, title 18, ch. II, pt. 103, 21 Federal Regis- 
ter 9709, which contains the detailed definition and related procedures. ) 

(b) Bidder represents that it [) has, ©] not, previously been denied a 
Small Business Certificate by the Small Business Administration. 

(c) If bidder is a regular dealer, it also represents that all supplies to be 
furnished hereunder [] will, _) will not, be manufactured or produced by a 
small-business concern. 

(d) How about all items—Substantially similar amendments shall also be 
made in each of the following forms, as appropriate, to be used in connection 
with procurements initiated on or after January 1, 1957: 

DD Form 746: Request for proposals and proposal 
DD Form ‘ 17: Request for quotation 
DD Form 3851-2: (Signature page on negotiated contract) 


Mr. Mutrer. Will you supply to us a copy for the record as soon as 
convenient of the directive which was in effect immediately prior to 
the issuance of this one ? 

Mr. BANNERMAN. Yes, sir, we will be glad to. 

Mr. Muurer. Now, reading from your new directive: 


General definition: A small business concern is a concern that (i) is not 
dominant in its field of operation and, with its affiliates, employs fewer than 
500 employees, or (ii) is certified as a small-business concern by the Small 
Business Administration. 

That is the end of the quote. That is the end of the language of the 
general definition. Now, the alternative isnew— 
or certified as a small-business concern by the Small Business Administration— 


that is new to this definition. 
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Mr. Bannerman. That I think is correct, sir. I think that is the 
principal change. The matter of dominance appears in there for the 
first time, too. 

Mr. Muurer. Appears for the first time in 1956. 

Mr. BannermMan. I think that is correct. 

Mr. Moutrer. That has been in the statute since 1953, hasn’t it? 

Mr. Bannerman. I think that has not been in any implementing 
instructions. 

Mr. Moutrer. Can you give us any reason why it took until Decem- 
ber 1956 to get that into a directive? W hy the long delay after we 
made the change by law in the Small Business Act ? Now, let me give 
vou the language: 

For the purposes of this title, a small-business concern shall be deemed to be 
one which is independently owned and operated and which is not dominant in its 
field of operation— : 
and then it goes on— 

In addition to the foregoing, in the making of a detailed definition the Adminis- 
trator may use these criteria among others: Number of employees and dollar 
volume of business. 


But in the first part of it there is no discretion vested in the Small 
Business Administrator or anybody else, and we repeated all other 
statutes when we enacted that definition and did that specifically 
by a section in those precise words in the statute so there could be no 
question that the 500 employee rule was out when we enacted section 
203. 

Mr. Bannerman. That is the act of 1955 you are now referring to? 


Mr. Mutter. Yes. 

Mr. BaNNERMAN. Well, it was following that act that the considera- 
tions were given to the modification of the definition that resulted in 
the definition that you have just read. 

Mr. Motrer. You still don’t have in your general definition the 
language of the statute which is “independently owned and operated.” 
The language is in the conjunctive, not the disjunctive, “which is inde- 
pendently owned and operated and which is not dominant in its field 
of operation.” 

Mr. BannerMAn. Mr. Chairman, I can’t answer that question. I 
don’t know why that is not in there. I think that is presumed to be a 
part of the consideration of dominance. 

Mr. Mutter. We didn’t intend it to be included as part of the lan- 
guage of dominance when we used the language. That is why we 
used it so precisely. 

Mr. BANNERMAN. The definition, as you know, Mr. Chairman, is a 
definition adopted jointly by all of the services, and I think all of the 
administrative activities of the Government in conjunction with SBA. 
I wouldn’t want to take credit for the definition solely in the Navy, 
but I suspect I know that this question of independence of ow nership 
does enter into SBA determinations with respect to companies with 
over 500 employees who are being certified as small. In fact, we have 
some examples of them. 

Mr. Moutrer. Well, is it your idea that a company that has publicls 
owned stock being offered over the counter or on the big board or on 

the little board, but which is not dominant in its industry, if it has less 
than 500 employees can then come in and qualify as small business ? 
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Mr. BANNeERMAN. I think if the company is not affiliated with any 
other company and has less than 500 employees at the present time 
and we do not know of any dominance in the industry, we would treat 
that company as small business at the present time regardless of its 
stock ownership. 

Mr. Murer. What was the sense of our using the language “in- 
dependently owned : and oper: ated” 

Mr. Bannerman. Mr. Chairman, might I see the procurement di- 
rective for a moment? We are having a little trouble laying our 
hands on our copy here. 

Mr. Murer. Surely. 

Mr. Bannerman. The question of actual definition, I am sure you 
are aware, Mr. Chairman, the regulation goes into in quite a lot 
more detail. 

Mr. Muurer. It is in the record, but if there is anything else in 
your directive that I have overlooked in connection with this ques- 
tion, please call it to my attention. 

Mr. Bannerman. I don’t believe there is anything in the definition 
that touches specifically on the independence of ownership. I am 
not able to say why not. This is a joint definition. We are following 
the definition of the other services. 

Mr. Murer. Let me direct myself back to the original question, 
and that is as to the number of employees, 500 employees. Does your 
Department recommend that that should be the general criteria and 
that you should continue with that as the starting point ? 

Mr. BANNERMAN. You mean as the starting point to the revised 
definition. Yes, sir, we did. 

Mr. Muvrer. To that extent you recommended that there be no 
change. 

Mr. BannerMAn. Recognizing that the other phases of the defini- 
tion constituted quite a change. 

Mr. Muvrer. Are you familiar with the part of the definition as 
promulgated by the SBA which applies to the industry by industry 
definition for lending ? 

Mr. BANNERMAN. I don’t have a detailed knowledge of that. I am 
aware of that type of thing. 

Mr. Mutter. I think it is fair to say, is it not, that in the industry- 
by-industry definition for lending as promulgated by the Small Busi- 
ness Administrator 90 percent of the firms are less than 500 employees. 

Mr. Sreep. Mr. Chairman, might I ask a question ? 

Mr. Murer. Surely. 

Mr. Sreep. I would like to give you a case history and see what the 
interpretation under your existing rule would be. I have in mind a 
company in aircraft that operated at about a 300 or 400 employees 
level. They obtained a large contract with one of the prime con- 
tractors for about 2 years and operated with about eight or nine hun- 
dred employees, but unfortunately the expansion program resulted in 
the firm going bankrupt. They were then taken over by a large air- 
craft company and now oper ate as a wholly owned subsidiary of this 
large aircraft company with about 400 employ ees. 

Now. at which stage of their operation is this firm small business? 

Mr. BannerMANn. So long as they were independent and had less 
than 500 employees, and for the moment ignoring the other phases 
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of this definition, we would consider them small provided they had 
under 500 employees at the time the award was made. 

Mr. Streep. Now, the company named hasn’t changed in all that 
time. 

Mr. BANNERMAN. That would make no difference. 

Mr. Sreep. The fact is it is wholly owned by a large aircraft 
company. 

Mr. Bannerman. The question comes to issue at the time of the 
award, 

Mr. Mvuurrer. Let me withdraw the question that was pending a 
moment ago and put it to you this way: Under the definition of small 
business as promulgated by the Small Business Administrator for 
lending, the majority of the companies are listed as small business if 
they have 250 employees or less. 

Mr. BannerMAN. You mean the majority of industries? 

Mr. Mutter. Yes. Now, how difficult would it be for you and your 
procurement facility to revise your definition to meet that definition, 
the industry-by-industry definition ? 

Mr. Bannerman. Mr. Chairman, it would be quite difficult indeed 
if we had different standards for different industries, and I think I 
can explain why. If we went to a lower standard of 250 across the 
board, this, of course, would involve no procurement problem and 
we could do that. The reason it would be quite difficult for us to accept 
an industry-by-industry definition in procurement is pretty straight- 
forward, and I am sure it would be understandable to you. 

We would, first, have to make up our own mind whether the 
criteria would apply in a given procurement on the basis of the 
company from whom we were buying or the industry that we classified 
our product as being in. I have heard both suggested. If we went 
to the criterion that the company from which we were buying would 
govern, so that a company which was small for one trade was small 
for all, then we would have situations where a company with 300 
employees would be small and a company with 275 might be con- 
sidered large on a given procurement, because our procurements don’t 
necessarily follow industry lines. For instance, we may have a pro- 
curement that can be fulfilled by an electronics company or an electrical 
company or a machinery company, and you would have different 
standards for those different industries. 

Mr. Metter. I don’t see any complexity about that. 

Mr. Bannerman. Well, I think you have an element of fairness, 
do you not, Mr. Chairman, as to whether you are going to treat one 
company as small and another as large ? 

Mr. Mvtrer. We in the Congress have decided as a matter of law, 
fair or unfair, we are going to give small business a better opportunity 
of getting into this procurement program, and that was one of the 
ways we tried to create a better opportunity. 

Mr. Bannerman. We don’t disagree with that, Mr. Chairman. 
After all, we are defining what is small business. 

Mr. Movuter. That is right. 

Mr. Bannerman. And small business is going to get the same 
opportunity in either event. 

Mr. Meurer. They are going to get the same opportunity provided 
we know what is small business and what is big business. 





SMALL BUSINESS ADMINISTRATION 387 


Mr. Bannerman. The next question along the line I was trying 
to follow is: how would we determine what industry a given company 
is in when they do both, say, electrical work and electronics work? 
What would be the governing factor? How would we determine that ? 

Mr. Sreep. Is this what you are trying to describe, a situation such 
as this: We have a company that is big business, but it has prime 
contracts in the field of aircraft. The same company has a subsidiary 
that manufactures rifles, and in the manufacture of rifles it is one 
of the smallest plants in the country. Now, if they were bidding on 
a rifle contract in terms of dominance of the rifle-making industry, 
they would be very small, but, as a matter of fact, the company itself 
is big business. 

Mr. BANNERMAN. Mr. Steed, I think you have pointed out one com- 
plexity of that way of ae at it. Actually, I was thinking more 
of a company that, , had 400 employees and did business in 2 
industries and perh: on more, and the industries it did business in had 
different criteria. Let me only say I think it would be quite compli- 
cated to try to classify all such companies. 

Mr. Murer. I can understand there may be some companies where 
you get very close to a thin line and it would be difficult to stand on 
either side of the line without crossing over onto the other side. Let’s 
take this as your typical instance; General Motors now decides to make 
a product in competition with little John Jones around the corner. 
Obviously, General Motors is not dominant in John Jones’ industry in 
making this small item. 

Mr. BANNERMAN. They are not small business. 

Mr. Mutter. Would General Motors qualify in bidding for the item 
as small business ¢ 

Mr. BANNERMAN. They are large business, because the little subsidi- 
ary with its affiliates is large business. 

Mr. Murer. You miss the point entirely. I think you complicate 
it by talking about items of procurement rather than industries. For 
instance, take this list from the Small Business Administration for 
lending definition that is now in effect : Electrical machinery, batteries, 
primary, dry and wet, 1,000 employees or less is small business. Bat- 
teries, storage, 500 employees or less is small business. ‘That is, any- 
thing up to 500 or anything up to 1,000. What is so difficult about 
that? 

Mr. BANNERMAN. I think there are thousands of cases in this coun- 
try, Mr. Chairman, of companies who are actually day by day and 
every day in anumber of different categories. 

Mr. Motrer. Let’s take this category. You have got one company 
with 1,500 employees that is m: aking batteries, prime and dry and wet, 
and batteries, stor age, and there the limitation is only 500. Would 
you let him bid as a small-business man ? 

Mr. BANNERMAN. No, sir. 

Mr. Motrter. Well, then, what is so difficult about this problem ? 

Mr. BANNERMAN. You are posing the situation of a company that 
has one product, batteries. 

Mr. Mutter. Let’s go to apparel and related products. Practically 
all of them listed there under that heading are qualified as small busi- 
ness if they have no more than 250 employees. The only classification 
for small business over 250 is for work shirts. There it goes to 500. 
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Now, what is so difficult, whether you are going to be buying men’s 
clothing, sheep-lined and leather clothing, canvas products, waists and 
blouses, or skirts for women, or suits and coats—what is so difficult 
about that industry-by-industry definition for your procurement 
purposes ¢ 

Mr. BannerMan. Well, I think that I can explain that, Mr. Chair- 
man, by saying that we make in the course of the year in the Navy and 
the other services certainly as large as approximately a million buys 
a year, a million purchases, close to that. Something under 100,000 
of those are formal contracts, but the others are purchases which we 
attempt to classify. Now, sure, we buy these items that are made by 
one-industry firms, but we also buy a very large number of items that 
are made by companies that are not one-industr vy firms or which could 
be classified in more than one of the industries that you have there. 

Mr. Mutrer. Let’s take apparel. Apparel is a big procurement item 
in your Department, is it not? 

Mr. BANNERMAN. Apparel as of June 30 will be a zero-procurement 
item in the Navy, Mr. Chairman. That is being bought by a single 
procurement agency under the control of the Army. 

Mr. Morrer. We want the benefit of your experience in your De- 
partment. Let’s assume it is all going to continue to be done by your 
Department. Apparel is going to be bought by the Navy for all of the 
armed services. What is so difficult about taking this industry-by- 
industry definition ? 

Mr. BANNERMAN. I am sorry; I find it hard to answer the question 
because I am not familiar with the apparel personally and I haven’t 
seen these criteria. If you say the entire apparel industry and all its 
branches have exactly the same criteria, I will say, as to apparel, 
there would be no problem. 

Mr. Murer. What items are you familiar with? 

Mr. BannerMan. Electronic and machinery equipment. 

Mr. Muurer. Let’s take the item of electric machinery; appliances, 
electric, 500 employees. Batteries I have already indicated: batteries, 
storage, 500 employees. Carbon and graphite products, 1,000 em- 
plovyees. 

Mr. Bannerman. I think you have already got your finger on it, 
Mr. Chairman. I think that breakoff in criteria between 1,000 and 
500 employees that you have just read—it is completely possible that 
you will have companies that are in both of those industries, and with 
us buying from such companies products which probably could be 
considered in either industry. 

Mr. Mvurer. Who are you going to hurt if you get down to the 
item here, and in that category there are only 2—in that category you 
have only 2 industries who have 250 or less employees, — are 
small business, and the rest are 500 to 1.000. Those two are electrical 
industrial apparatus and electrical welding apparatus. What is your 
difficulty there ? 

Mr. BANNERMAN. You are going to hurt the man, Mr. Chairman, 
who is seeking whatever advantages accrue from being classified as 
small business and who is classified as large under those criteria when 
in fact he may have a competitor who is predominantly in another 
industry who is competing on one of our procurements, who has as 
many or more employees, who is currently classified as small. You 
may hurt him. 
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Mr. Murrer. You are fearful there may be some firms with 251 
employees who would = under this definition be classified as big 
business ¢ 

Mr. BannerMAN. That is correct. 

Mr. Mutrer. How can they be hurt if under the law they have a 
right to go to SBA and say, “We are small business. Give us a cer- 
tificate” ¢ 

Mr. BanNnERMAN. My worries about it are more than just the simple 
fact that there will be some people hurt in such a procedure. There 
are thousands of these cases. This is a terrific adininistrative prob- 
lem. We would have to stop all of the procurements while we went 
into a company-by-company search of all of the companies who 
quoted to us to determine whether they are large or small with differ- 
ent criteria. 

Mr. Mourer. That isn’t so, because under the definition as promul- 
gated the company has a right to certify itself and until somebody 
comes in and complains about it and you find out they are not small 
business, you have a right to rely on their self-certification. 

Mr, Bannerman. Let’s say if we find 2 companies, both of whom 
have 300 employees, 1 classified as large and 1 as small, there will be 
protesting to the certification procedure in a vast number of cases and 
we fear for the procurement process. 

Mr. Muurer. I think your fears are groundless. This industry 
definition should at least be tried out to see if it can be made workable. 
We have been fighting with the departments now for years—10 years 
that I can remember about. This 500 employee thing is arbitrary and 
doesn’t do the job for smal] business, and I think it is high time that 
the departments tried to put into effect what Congress has been saying 
to them all through these years. Because there is going to be a lot 
more work and it is going to make it a little complex and difficult and 
requires a new regulation is no excuse in the minds of this committee 
as to why this hasn’t been tried before. 

Now, there is one other item I would like to touch on briefly. Cap- 
tain Curtin in his statement says on page 10 that small business par- 
ticipation in Navy procurement has been sustained during the period 
when Navy’s new weapons and material have become increasingly 
complex and costly in nature, and then on page 11 you give us some 
statistics, and in my opinion the statistics do not bear out the state- 
ment that Navy procurement for small business has been sustained 
from 1950 to 1956. Now, I realize that there were fluctuations there. 
It went up anddown. The average is 20.3 percent. In 1956 it is down 
to 16.6 percent, and in 1957 it goes back to 19.7 percent. Now, with 
the fluctuations going from 1954 of 21.7 percent down to 15.7 percent 
in 1955, and then going up to 16.6 percent in 1957—those figures are 
subcontracts / 

Mr. BANNERMAN. That is correct. 

Mr. Muurer. Now, going back again a moment to the earlier part 
of your statement on page 11. In 1957 you have got only 16.2 percent 
of procurement dollars going to small business. 

Captain Curtry, Sir, that 16.2 percent is only for the first 6 months 
of this year. During this period there were some heavy procurements 
for aircraft, and in fact over 53 percent of our dollars for the first 
6 months of this fiscal year have been spent for the aircraft program. 
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Another 11 percent was for ships, and another 8 percent was for the 
complex electronics items. 

Now, we do think that this percentage will improve during the next 
6 months because those heavy aircraft dollars have already been placed. 

Mr. Motrer. You mean the subcontracting percentage will in- 
crease ? 

Captain Curtin. Sir, this is in the prime contract area. 

Mr. BanneRMAN. We think that you must look at these figures on a 
full year basis, full year cycle, to get the same mix or something 
approximating the same mix. 

Mr. Moutrer. What was it last year on prime contracts—what 
percentage ? 

Mr. BANNERMAN. 19.6 percent, sir. 

Mr. Mutter. Referring to the figures on page 12, will you give us a 
breakdown of total number of awards that are included within the 
$103 million, and again the total number of awards that are included 
within the $63 million you referred to? You don’t have to give it to us 
immediately. 

Mr. BANNERMAN. We will supply it for the record. 

Mr. Mutter. Yes, sir. 

(The information to be furnished will appear in pt. IT.) 

Mr. Moutrer. Now, I think in all fairness I should say to you that 
we have heard some good things about Navy procurement, too. 

Yes, Mr. Steed ? 

Mr. Steep. Captain 

Mr. Motrer. May I finish this statement, Mr. Steed ? 

We have particularly in mind that when our committee visited the 
Jacksonville Naval Air Station in Jacksonville, Fla., we were very 
much impressed with the fine job that was being done there for small 
business. As a matter of fact, the entire committee was very much 
impressed and pleased with the cooperation that station was giving to 
small business, and I was wondering whether or not—obviously, the 
same policy applies to all of your stations as applied there—I was 
wondering whether or not any inquiry has been made to determine 
why the same cooperation couldn’t be extended in other stations as 
applied there. 

‘aptain Curtin. Sir, I do want to point out that in my statement I 
spoke about the different conferences that were being held throughout 
the country. Now, within the Bureau of Supplies and Accounts, 
which has the cognizance of our field purchasing activities such as 
the air stations, the ordnance plants, the shipyards, and so forth, the 
Bureau of Supplies and Accounts has held several of these confer- 
ences. One was held in Newport, R. I. One was out at Great Lakes. 
Another was down in Jacksonville. The effort has been made by the 
Bureau of Supplies and Accounts, working with O. & M., to have a 
more effective program. 

Now, while I think down at the naval depot at Newport, there 
approximately 50 to 60 percent of their dollars are going to small 
business. Jacksonville was exceedingly high. They are most success- 
ful there. But you find throughout the field purchasing activities 
that their percentages go anywhere from 30 percent up to around 60 
and 70 percent, and we have endeavored to have the same type of pro- 
gram throughout the country working through the Bureau of Supplies 
and Accounts. 
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Mr. Sreep. Captain, some years ago when we were going into some 
of the problems of small business in connection with military procure- 
ment, we ran into a situation where the inspection requirements be- 
tween the branches were different, and in the case of a small-business 
man producing a standard item meeting the inspection requirements 
of one branch of service, when he sought to deliver the same item 
to another branch of the service, he found himself confronted with a 
new inspection problem, sometimes costing a considerable amount of 
money. 

We were told at that time that an effort was being made to adopt 
a policy whereby if an item had passed inspection of one branch of 
the service it was to be accepted by the others and that burden of 
expense in that field init. 

Jo you know now of any situation where inspection requirements 
between the branches are such that a burden of that kind could still 
exist ? 

Admiral Ciex'ron. The Secretary of Defense program on this was 
created last year, and inspection interchange now between the serv- 
ices and the big manufacturing companies, the companies of this 
country are divided between the three services, and the inspection by 
one service is equivalent of inspection by any other service. 

Mr. Streep. My purpose in bringing this up is to indicate that there 
are more ways than just seeing that small business gets some of the 
business, and I want to have the record show that in this field of 
standardization of inspection a very substantial benefit was passed 
on to small-business men. | 

Admiral Criexton. Yes, sir; and that was completed last year. 

Mr. Streep. I am heartily in accord with that movement in the pro- 
curement field. 

Mr. Motrer. Thank you, Mr. Steed. 

Congressman Seely-Brown ? 

Mr. Seety-Brown. No questions. 

Mr. Mutter. Thank you very much, gentlemen. 

_ Our next witness is Mr. Dudley C. Sharp, Assistant Secretary of 
the Air Force. 

We are very pleased to have you with us this morning, along with 
your associates. You may proceed to introduce your associates and 
then present your statements, following which we may ask you some 
questions. 

Mr. Suarp. On my right is Mr. Kennard Weddell. He is small- 
business adviser to the Department of the Air Force. Mr. Morris 
Johnson is on my left, who is from the Air Force Materiel Command ; 
John Eiden, the second gentleman on my left is from the Air Research 
and Development. All of these gentlemen are experts in the small- 
business activities of the Air Force. 

With your permission, Mr. Chairman, I will read a prepared state- 
ment, if you so desire. 

Mr. Murer. Proceed. 
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STATEMENT OF DUDLEY C. SHARP, ASSISTANT SECRETARY OF THE 
AIR FORCE (MATERIEL); ACCOMPANIED BY KENNARD WED- 
DELL, CHIEF, OFFICE OF SMALL BUSINESS AT HEADQUARTERS, 
UNITED STATES AIR FORCE; MORRIS JOHNSON, AIR FORCE MA- 
TERIEL COMMAND; JOHN C. EIDEN, AIR RESEARCH AND 
DEVELOPMENT COMMAND 


Mr. Suarr. Mr. Chairman and members of this committee, I am 
very happy to appear here this morning to express the views of the 
Air Force on the continuance of the Small Business Administration 
as an independent executive agency, and on our working relationships 
with that agency. As a small-business man in my private life, I am 
keenly aware of the difficulties that our smaller industrial organiza- 
tions have to meet. I feel very strongly that we must make every effort 
to assure a climate in which they can maintain their place in our 
industrial structure. They must have the opportunity to grow in sta- 
bility and to play their part in a free and expanding economy. In my 
position which entails the responsibility for our having ready at all 
times the air weapons for defense and offense—which we hope we will 
never have to use—I realize full well our reliance on a vast and healthy 
reservoir of independent, competent small-business concerns, 

It is for that very reason that the Air Force has long maintained an 
mtensive small-business program. This program was developed and 
aggressively conducted before the establishment of the Small Business 
Administration or its predecessor agency. The Air Force would con- 
tinue to have such a program even if, for any reason, the Small Busi- 
ness Administration should cease to exist. Such a program is an 
inseparable part of our procurement process, naturally and thoroughly 
integrated with the whole. 

When the Congress, under the leadership of its small-business com- 
mittees, established the Small Defense Plants Administration to work 
in this field, the Air Force extended its full cooperation. We were 
the first of the service to put into operation the joint determination 
device, developed by the Small Defense Plants Administration as a 
method which it was hoped would aid in carrying out the intent of the 
Congress that a fair share of Government procurement be placed with 
small-business concerns. When the Small Business Administration 
was later established with greatly enlarged responsibilities in the field 
of small business generally—not limited to the defense effort—the Air 
Force again gave full cooperation. We realize that an independent 
executive agency, serving as the focal point for all Government 
matters having an impact on smal] business, can engage in activities 
quite beyond our province, but which are necessary if the overall 
objectives are to be reached. 

We will continue to cooperate with the Small Business Administra- 
tion whether the Congress sees fit to extend its life temporarily, or 
establishes it as a permanent agency of the Government. Although 
that is a matter for the Congress to decide, we would welcome its being 
made a permanent agency, as that would enable us to work more 
effectively as a team. 

In my capacity I have the responsibility for seeing to it that our 
materiel requirements are, first, adequately determined, and second, 
that they are adequately met. It is also my responsibility to the Con- 
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gress to see to it that the existing capabilities of small-business concerns 
are utilized to the full in the meeting of those requirements. Any 
“assist” that the Small Business Administration can provide will be 
gratefully received, you may be sure, 

We are working closely and harmoniously with that agency in the 
fields of small-business set-asides and certificates of competency. Last 
fall we participated directly, as well as indirectly through our major 
prime contractors, in a series of some 20 small business opportunity 
elinics which the Small Business Administration had scheduled in 
various parts of the country. I believe that these clinics have largely 
fulfilled their purpose. However, we have had some difficulties in 
that each of the many chambers of commerce across the country have 
wanted to have its own small business opportunity clinic with, of 
course, the active participation on the part of the military departments 
and their prime contractors through the furnishing of exhibits and 
speakers. When such exhibits are properly conducted, considerable 
expense is incurred by the Air Force. In the aggregate this amounts 
to quite a sum. I mention this merely as an ex ‘ample of the type of 
problem that constantly arises and which must be solved by coopera- 
tive effort. This situation is under discussion with Mr. Wendell 
Barnes, and we hope that in the not too distant future a solution satis- 
factory to all concerned will be reached. 

Now, [ would like to touch on the question of statistics, which is a 
matter of great interest to all of us. Certainly, in the field of small- 
business interests, I feel—and I hope we can all agree—that statistics 
can never be a completely adequate measure of accomplishment. We 
should be careful in their evaluation and use to be sure that we know 
the pertinent factors that resulted in the bare statistics. We cannot, 
intelligently, approach statistics cold. 

Small business concerns are essentially holding their own in our 
direct purchases. Whatever slight falloff there ‘has been is due to 
the increasing complexity of the type of items we buy which tends 
to move them out of the competitive range of small concerns. On the 
other hand, smal] business participation in the subcontracting field 
has been increasing. On balance, I believe that small business is 
getting a greater share of the Government’s dollars than it is getting 
in regular, commercial competition when Government action is not 
involved. This, of course, would not be surprising in view of the 
detailed programs of Government procuring agencies, The small busi- 
ness committees of the Congress are, of course, in the best position 
to make a proper evaluation. 

You may be assured that we in the Air Force have constantly 
studied our procurement policies and procedures to insure that they 
are not detrimental to small business. On the contrary we have tried 
very hard, and we believe successfully, to obtain the opposite results 
in our procurements, including procurement of weapon systems. As 
to the latter, I am well aware of the controversy going on as to the 
effeet of the weapon system concept on small business. I believe that 
this controversy is due to incomplete understanding of whet the 
weapon system concept really is, both in its nature and in its 
application. 

Some of the statements and recommendations that have been made 
to your committee during the course of these hearings are based on 
the quite erroneous premise that under the weapon system concept, 
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the Air Force selects a particular contractor and looks to him to 
develop and produce the weapon system, including its assemblies and 
many components. This is simply not the case. At hearings before 
the Senate Select Committee on Small Business, conducted on March 
13, 1957, I went to some length to describe what the concept in fact 
is, and how it operates. I would appreciate the opportunity of sub- 
mitting a similar paper for your record. 

In brief, may I say that under the weapon system concept as used 
in the Air Force, there are as many prime contractors for the com- 
ponents that make up the complete weapon system, and as many items 
procured and furnished by the Air Force as there were before. The 
only change that has been made, and the growing complexity of our 
weapons has progressively made this change vitally necessary, has 
been the designation of one particular member of this team of prime 
contractors as the one having management responsibility for the de- 
sign requirements, the planning and the time scheduling of all critical 
elements in the weapon system. The selection of the prime contractors 
involved is retained by the Air Force. 

This matter has had my utmost attention, and I do not find that 
the weapon system concept has had any adverse effect on the ability 
of small business to secure contracts directly from the Air Force, or 
to serve as subcontractors or suppliers to our weapon system con- 
tractors or associated contractors. 

You have already been given a report on the small business sub- 
contracting statistics submitted to the Department of Defense for 
the period July 1 to December 31, 1956. This report showed pur- 
chases from small businesses of 20.9 percent of the amount received 
by the prime contractors. I am gratified that every one of our weapon 
system contractors having management responsibility for weapon sys- 
tems involving air vehicles were including in that report. I have 
here a separate compilation of their performance during this same 
6-month period. These weapons system contractors showed receipts 
of $3,153,633,000 and payments of $1,754,320,000, or 55.6 percent to 
outside business concerns not affiliated with them. Payments amount- 
ing to $644,787,000 were made to small business subcontractors and 
suppliers which was 20.4 percent of the amount received by the large 
weapon system contractors. In a report submitted to the Congress 
in March 1953, 12 airframe contractors of the Air Force showed 13 
percent of the dollar value of their prime contracts as being placed 
directly by them with small business concerns. This new figure of 
20.4 percent is a healthy increase. 

In the important task you have before you, it is our desire to provide 
whatever factual information we have that may be of assistance. I 
have, therefore, asked Mr. Kennard Weddell, who for 6 years has 
served as small-business advisor to the Assistant Secretary of the Air 
Force, to present to you additional information as to our program 
which I trust will be of value to you. 

Thank you for the opportunity to appear before you. 

Mr. Motrer. Thank you, sir. 

Mr. Riehlman has suggested that we would like to have, as you 
have offered, the statement you submitted to the Senate, which you 
refer to on page 5. We would be very happy to receive that if you 
will supply it for our record. 

Mr. Suarp. We will be glad to do that. 
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(The statement reads as follows:) 


STATEMENT OF Mr. DupLEY C. SHARP, ASSISTANT SECRETARY OF THE AIR FoRcE 
(MATERIEL) ON WEAPON SYSTEM CONCEPT OF PROCUREMENT AND ITS EFFECT 
oN SMALL BUSINESS 


I welcome this opportunity to discuss with your committee your concern that 
the weapon system concept of the Air Force may have an adverse effect on small 
pusiness. You may be assured that I, as well as my predecessors, have con- 
stantly studied Air Force procurement policies and procedures to ensure that 
they are not detrimental to small business. On the contrary, we have tried 
very hard to obtain the opposite result in our procurements, including the procure- 
ment of weapon systems. So, to my mind, a frank discussion of this matter is 
desirable and I should perhaps begin by saying that we believe procurement of 
complete weapon systems is not just sensible procurement; it is vital to our 
getting into the operational inventory, in the shortest possible time, complete 
weapon systems with built-in performance reliability. 

It seems clear to me that much of the controversy that has sprung up 
regarding the weapon system concept is due to incomplete understanding both 
of its nature and of its application. For that reason I would like now briefly to 
explain what the concept is, and what weapon systems consist of. We have with 
us today General Irvine, Deputy Chief of Staff, Materiel, and other members of 
the Air Staff and the Air Research and Development Command. They will help 
answer any detailed questions you gentlemen may have. 

First, what is a weapon system? Usually it has one type or another air 
vehicle as its major element, with its communications, fire control, and armament. 
The complete system also includes all related ground support equipment, and 
specialized services and personnel required for the operation of the air vehicle 
as an effective instrument of combat. However, air vehicles are not necessarily 
involved. There are some weapon systems, often called support systems, which 
are not instruments of combat but nevertheless perform a clearly defined function 
in support of an Air Force mission. For example, air-sea rescue or early warning 
systems. For our purposes we will consider them all as weapon systems. 

It must be obvious that if any part of a modern air vehicle, or if any part 
of the composite which makes it an instrument of combat, is lacking, or mal- 
functions, the combat effectiveness is zero. The unit becomes inoperable. To 
pinpoint the responsibility for the integration of such a complex, and for the 
proper phasing of all the elements into an effective end product for the inven- 
tory at the time it is needed, the Air Force has found it necessary to employ 
a competent weapon system contractor. It then becomes the responsibility of 
this contractor to see that all elements of the weapon system are adequately de- 
signed, tested, and produced on schedule to meet the Air Force needs. The 
weapon system contractor is primarily a coordinator, although he usually as- 
sembles the components and may produce some of the parts himself. This overall 
plan of action is known as the weapon system concept. 

The concept itself merely recognizes that effective procurement policies anu 
practices must be geared to, and keep pace with, the evolution taking place over 
the years in the complexity of the weapons we require. I am sure there is no 
need for us here today to trace this evolution. I am also confident we are in 
agreement that the great technological advances already made, and those that 
must be made in the future, require the use of the best possible available talent. 
The management responsibility for the development of design requirements and 
the planning and scheduling of the composite which forms a complete and self- 
sufficient single instrument of combat must be placed with the best qualified 
sources that can be found in this country. Such high management skills, ability, 
and continuing experience are not available, in adequate quantity, to the Air 
Force in its own personnel, military plus civilian; nor can they be. They are 
available to us in industry, and so we contract for this management responsibility 
with a single weapon system contractor. 

Although the weapon system contractor has management responsibility, it is 
the Air Force which still is responsible to the Congress and the Nation for its 
ability successfully to perform its vital mission. Therefore, the weapon system 
contractor is under the supervision and final authority of the Air Force. The Air 
Force monitors and controls the weapons system contractor through the medium 
of the weapon system project office, composed of representatives of our research 
and development and materiel activities. 
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This concept in no way whatsoever gives to the weapon system contractor the 
right to concentrate the work in his own plant, nor does it in any way preclude 
subcontracting. In almost every weapon system there are many associate con- 
tractors for the development or production of subsystems, equipments, or com- 
ponents. They receive their contracts directly from the Air Force, and operate 
under specifications prepared or furnished by the weapon system contractor and 
approved by the Air Force. In every weapon system there are many items of 
Government furnished equipment also contracted for directly by the Air Force. 

Now that I have briefly described the concept, I will turn to its effect on small 
business. The weapon system contractor, associate contractors, and contractors 
supplying Government furnished equipment items, are required to submit their 
proposed subcontracting structures for critical or other major items for Air Force 
review and approval during negotiations and prior to award of their contracts. 
A sound and reliable subcontracting structure is essential in order for the prime 
contractor to be able to do his part. He must rely on supporting industries, in- 
cluding small businesses, to the maximum feasible extent, and the Air Force, by 
the exercise of every power within its means, actively discourages prime contrac- 
tors as well as their major subs from expanding their facilities in order to self- 
produce what they could subcontract. 

Our small business prime contracting program applies to all procurements 
made directly by the Air Force for any items which are within the capabilities 
of small-business concerns. This is true whether or not the item is a part of a 
weapon system. Some of the subsystems, equipments, or components for which 
associate prime contractors are selected for development or production may well 
be within the capabilities of highly specialized small-business concerns. When 
this is found te be the case, such concerns are given as full consideration as any 
other qualified company for the role of the associate prime contractor. Many of 
the Government furnished equipment items are within the development and pro- 
duction capabilities of small businesses... In these cases such small businesses are 
used to the maximum extent possible. In this total effort we must have the best 
that industry, all industry, can provide, and the “best” is found in small as well 
as in medium and large size concerns. 

With recognition of the effect of all these forces, and the problems they 
generate, I would like to say most emphatically that throughout the Air Force, 
including top officials, small-business specialists, contracting officers, and buy- 
ers, our small-business policy and implementing programs are being aggressively 
earried out. I am impressed that we have as many small plants operating 
today on prime contracts for items that must be produced to Air Force speci- 
fications, in other words, noncommercial items, as we had at the height of the 
Korean buildup. On December 31, 1956, these small concerns that I have just 
described were operating on prime contracts totaling $560,136,000, an average 
of $311,000 per plant. It may interest the committee to know that approximately 
two-thirds of these plants have even fewer than 100 employees. 

In summing up this prime contracting picture, I can find no evidence, Mr. 
Chairman, that the weapon system concept, as used in the Air Force, has any 
adverse effect on the ability of small business to secure contracts directly from 
the Air Force. 

In addition to our own small business prime contracting program we have 
a very aggressive small business subcontracting program, This has been car- 
ried on for 6 years now in cooperation with our large prime contractors. Re- 
cently it was augmented by the Department of Defense subcontracting small- 
business program, which stemmed from the activities of the Air Force Small 
Business Advisory Group. All of our large prime contractors, including those 
coanected with weapon systems, have subscribed to this Defense subcontracting 
small-business program and are actively engaged in carrying it out in their 
purchasing departments. Our small-business specialists in the air procurement 
district offices worked closely with the small business liaison officer of our 
prime contractors in the establishment of these programs. We have made it 
the specific responsibility of our administrative contracting oflicers to follow 
through on the program ot insure effective implementation on the part of the 
contractor. These contracting officers are charged with reporting any substantial 
deviations to established policy, 

These many and intensive activities assure that equitable opportunities and 
full consideration for small business are being extended by our prime contractors, 
both those within and without the weapon-system concept. 

We are currently receiving figures from our large prime contractors showing, 
as to the 6-month period, July 1, 1956—December 31, 1956, the dollars which they, 
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in the performance of their defense contracts, paid out to small-business con- 
cerns in relation to the Government dollars these large contractors received, 
and they show a decided upward trend in the participation of small-business 
concerns as subcontractors and suppliers. Six Air Force weapon-system con- 
tractors in that period received defense dollars amounting to $1,494,510,000, and 
in that same 6-month period made payments amounting to $813,052,000 to out- 
side business concerns,.large and small. Of this amount paid to outside concerns, 
$346,777,000 went to small-business concerns, which was 23.2 percent of the 
dollars received by the weapon-system contractors. Reports received from 
these same contractors in the years prior to their becoming weapon-system con- 
tractors, and which were included in the figures we submitted to your committee 
at the 1953 hearings, show that, of the amount they received in defense contracts 
at that time, they paid out 16 percent to small-business concerns. The per- 
centages I have given you are properly related to each other, and refer to sub- 
contraets placed only by the prime contractors themselves. In neither case do 
they include contracts placed in turn by their major subcontractors with small- 
business concerns, although they are known to be considerable. 

I naturally do not wish to leave the impression with the committee that we 
have reached the height of perfection in our small-business activities, or that 
our present concept of weapon-system procurement is the answer to all of our 
problems. As the technological evolution of air weapons continues, our procure- 
ment practices must be watched to determine their adequacy under new circum- 
stances, and changed, if need be. In the same way our small-business program 
in both the prime contracting and subcontracting fields is under continual evalua- 
tion by my Office and the Air Staff, with a view to determining practical ways and 
means of making it more effective. 

In the development of this small-business program we have always had the 
valued assistance of this committee, and your views and continuing interest and 
czuidance will be of aid to us in meeting our responsibilities in this important area. 


Mr. Mvcuter. Mr. Weddell. 


STATEMENT OF J. KENNARD WEDDELL, CHIEF, OFFICE OF SMALL 
BUSINESS AT HEADQUARTERS, UNITED STATES AIR FORCE 


Mr. Weppeti. Mr. Chairman and members of the committee, I am 
Kennard Weddell, Chief of the Office of Small Business at Head- 
quarters, United States Air Force, and as such I serve as small-business 
adviser to the Assistant Secretary of the Air Force, Materiel; to the 
Deputy Chief of Staff, Materiel ; to the Deputy Chief of Staff, Develop- 
ment; and as assistant to the Director of Procurement and Production 
at this headquarters. I have held this position since March 1951, com- 
ing into the Air Force as a civilian directly from industry and at the 
invitation of the Air Force for the sole purpose of developing and 
supervising a small-business pregram nationwide. Prior to that time, 
I had been a small-business manufacturer for 28 years, except for 3 
years during World War II, when I served as Deputy Chief of Opera- 
tions of the Smaller War Plants Corporation with direction of its 
procurement activities with all military departments and civilian 
agencies of the Government. I can assure you that I know to some 
extent from first hand experience the problems met by very small in- 
dustrial concerns in the give-and-take of commerce, and the problems 
they encounter in undertaking to serve as prime contractors and sub- 
contractors. and it has been my good fortune to serve the legitimate 
interest of small business in responsible positions, first with a civilian 
agency somewhat similar to the Small Business Administration of 
today and then with the largest procurement agency, the Air Force. 

In May 1951, I appeared with the Under Secretary of the Air Force 
it a joint hearing of the House and Senate Small Business Committees, 
Representative Evins, of the present House committee, being one of 
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the cochairmen, and outlined the program we had prepared, to be put 
into effect immediately in both the prime contracting and the subcon- 
tracting fields. I distinctly recall, Mr. Chairman, that besides Mr. 
Evins, you, Mr.Riehlman, and Mr. Seely-Brown took part, and also 
Mr. Dalmas. In our deliberations at this time, some 6 years later, I 
believe it would be profitable to briefly state what we have done in the 
light of the commitments made then. 

The small-business policy of the Air Force, which had in fact existed 
from the time the Air Force became a separate military department, 
was Officially published in an Air Force letter a short time before the 
1951 hearing and was unique in several respects, but chiefly in that 
it clearly announced that, insofar as the Air Force was concerned, the 
participation of small business in the Government’s procurement dol- 
lars was not limited to our direct purchasing, but extended into the 
purchasing activities of our large contractors and of their major sub- 
contractors as well. Accordingly, in establishing our small-business 
program to implement that police v, we put in motion a very specific and 
quite original prime-contract activity which became known as Oper- 
ation Peacemaker, and then we augmented this with an aggressive sub- 
contracting program worked out “with the cooperation of our large 
primes. In the development of these programs, our basic philosophy 
was that small business neither needed nor wanted a subsidy, or special 
privileges of any sort or description; that they would do all right for 
themselves, secure their fair proportion of the Government’s procure- 
ment dollars, and make a notable contribution to our defense produc- 
tion, if only they had a truly equitable opportunity to compete for 
contracts and subcontracts for items they were capable of producing. 
So a specific program was designed, and is still designed, to ferret out, 
and remove, any roadblocks that might exist in our procurement prac- 
tices that, however unintentionally, place potential small-business pro- 
ducers at a disadvantage. In that, we have made progress over the past 
6 years. The solutions have not been easy, and we know full well that 
more remains to be done to get these problems resolved. 

I might just add here, Mr. Chairman, we usually find, when we 
come up with a solution for some particular problem, that that in 
itself generates a great many other problems and it is a difficult task 
to be sure that, in balance we actually accomplish the objective. 

Later, when the Small Defense Plants Administration was activated, 
to be later followed by the Small Business Administration with greatly 
enlarged responsibilities, we cooperated with those agencies in super- 
imposing on our program the small-business set-aside procedure they 
had developed as a pssible method of carrying out one of the legislative 
mandates in their charter. Although not tailored to purchases of the 
specialized items procured by the Air Force, our contracting officers 
have a high record of acceptance of Small Business Administration 
requests for set-asides. During the past 12 months their volume, both 
numberwise and dollarwise, is about double those previously attained. 

Establishment of small-business policies in coordination with the 
Small Business Administration, and their implementing programs, 


are my responsibility at Headquarters, United States Air Force; also. 


staff supervision to determine their effectiveness. 
I might speak a word about that staff supervision, gentlemen. 


Somewhat more than one-third of my time is spent in field trips. I 














SMALL BUSINESS ADMINISTRATION 399 


get into every one of our major procurement installations, every one 
of our district offices and our air materiel areas during the year. I 
call on a large number of our major prime contractors. I meet with 
small-business men in every part of the country and with their asso- 
ciations, not just to speak to them, but to have them speak to me, be- 
cause I know of no other way to do this job, than to keep close contact 
out in the field of actual operation and actual difficulty. 

I would also say that among my responsibilities here at headquarters 
are the handling of special cases. I don’t like to call them complaints. 
Some of them are complaints; some of them are very constructive 
suggestions where people feel we can improve our procurement prac- 
tices. All of those, however directed—whether they come to us from 
congressional committees or whether they come to the Secretary or to 
any of the members of the Air Staff—those are routed down through 
my office and I have a part to play in handling them. 

I want to say this: We much prefer to have complaints come to us 
than to have them simply buried in the mind of some businessman 
who is possibly afraid to bring it to the attention of the procurement 
agency. Possibly he does not want to go to the trouble, you might say, 
of bringing it to the attention of his Congressman. In that sort of a 
situation, we have a vacuum. We don’t know about it. We have got 
somebody out in the field who has had what he considers to be a very 
rough experience and, unless we get word of it, we can do nothing. 
So we do appreciate it when your committee has these things; we ap- 
preciate having them sent in to us because it is a help in that way. 

Operational responsibility is placed with the executive for small 
business, on the staff of the director of procurement and production 
at Headquarters, Air Materiel Command. This executive, Mr. M. L. 
Johnson, is with us today, and I would say that he also has been, for 
the past 6 years, handling this activity at Headquarters, Air Materiel 
Command, and was also with me during the 3-year period of World 
War IT when we worked together in the Smaller War Plants Corpora- 
tion. He has a very fine background in his work. 

Full-time, small-business specialists, all civilians, have long been 
on duty at Headquarters, Air Materiel Command, at each of the 6 
purchasing depots throughout the country, at each of the 8 air 
materiel area headquarters, and at each of the 18 air procurement dis- 
tricts which are under the supervision of those headquarters. 

May I say that we have a continual program for indoctrination and 
reindoctrination meetings on the part of these small-business spe- 
cialists of the Air Force. They have meetings in their areas and we 
also have every year one national conference when we bring the whole 
family together. I believe, Mr. Multer, you were present at one of 
those. We were very happy to have you there. We hold them alter- 
nately at Wright Field in Dayton or here in Washington in the 
Pentagon. 

The specialists at Headquarters, Air Materiel Command, the air 
materiel area headquarters, and the depots, where all of our pro- 
gramed purchases are made, serve directly on the staffs of the respec- 
tive directors of procurement and production, and are charged with 
working closely with, but not under, the contracting officers or buyers 
to insure that the proper interests of small-business concerns are given 
full consideration. ‘They analyze every purchase request which is 
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expected to result in a procurement of $10,000 or more, and excepting 
only those for such items as airframes, engines, or complete electronic 
systems, make out with the buyer a checklist which states how the 
procurement will be handled. This is an important document, known 
as the small-busineess coordination sheet, and was first used in 1951 
when Operation Peacemaker was established. It has been improved, 
through experience, over the years, and at your hearings last year 
was made a part of the record. 

Among other things, it records, in advance of any procurement 
action, whether or not the quantities, delivery schedules, bid data, 
and time allowed for submission of bids will provide adequate oppor- 
tunity for small-business concerns to compete, and, if not, what steps 
were taken to correct the situation. It records whether or not a small- 
business set-aside was considered, and the action taken. At installa- 
tions where representatives of the Small Business Administration are 
on duty, they take part in those discussions. The form shows how 
many small-business concerns are on the sources list and will be so- 
licited, and the names of other small-business concerns which, while 
not on the established list, will be solicited at the request of the Air 
Force smal] business specialist, including any proposed by the Small 
Business Administration representative. “The form also shows whether 
or not the Department of Commerce synopsis will be used in publiciz- 
ing the procurement, and, if so, whether it will be done through 
advance notice, an Air Force innovation of 2 years back which is 
receiving steadily increasing acceptance. All in all, this one form 
shows the pertinent facts in the situation before the start of procure- 
ment action by the buyer, and it becomes part of the record. 

I would like to make an added comment about this advance notice 
IT mentioned. We feel that it is a tremendous step forward, and we 
are not just urging our contracting officers to use it more widely, but 
we are now requiring them to use it unless they get a waiver from 
higher authority in case it might be an emergency procurement, for 
example. 

What that advance notice does, gentlemen, is this: In the former 
method of synopsising a procurement, it states the IFB number or the 
RFP number and gives the opening date; the time the bids or pro- 
posals must be in. 

Now that goes into the synopsis at the same time we send bid sets 
to our sources that are on our established list. A small business con- 
cern that is not on that list for one reason or another will see that in 
the synopsis and say, “This is the very item T want to get a bid set 
on.” He must call the buyer to get a bid set for himself, and either the 
buyer is out—TI don’t mean he is out of the office—he is out of bid sets: 
or he says, “Yes, I will send you one.” When he sends it to him, the 
small business concern there has lost usually around 10 days to 2 
weeks of this precious time for figuring his bid. and he is at a tre- 
mendous disadvantage. He is at a disadvantage on his own account, 
in addition to the fact that other people have had those bid sets for 
2 weeks longer. Now that is when the buyer has a bid set to send 
him. 

When he hasn’t got any more and it is a guessing game as to how 
many bid sets a contracting officer should prepare for his procure- 
ment—he hopes he prepares enough, but he either has too many or 
he hasn’t got enough. So when he hasn’t got enough, all he can tell 
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the small-business man is go to the nearest Air Force district office 
and make use of the bid set that he wil) find there. There, again, that 
man may be 600 or 800 miles away from that district office, or even 
if the district office is right next door to him, he can use it there, but 
he cannot take that hid. set out. Somebody else might come im an 
hour later, another small-business man. So anyway you figure it, we 
thought that system needed improvement. The improvement is that 
instead of sending out the bid sets to people on our sources list and 
sending a notice to the synopsis that 30 days from now the bids must 
be in, we send a notice through the synopsis that anyone who requests 
a bid set within 10 days of the publication date of the synopsis will 
receive it and all bid sets are made out at the same time to those who 
are on the sources list or those who request them through this 
advance-notice procedure. We were fearful at first that that might 
delay procurement action. It has had no ulterior effect along that 
line. On the other hand, we are finding that we are getting better 
considered bids, bids where the man has. really carefully studied his 
costs, and also we do not have the waste of a huge pile of bid sets 
that were never required. That is the new system that we are increas- 
ingly using, and we intend to continue it. 

After the bids or proposals are in, and have been evaluated by the 
buyer, he goes over the situation with the small-business specialist 
and advises him as to his proposed recommendation for award. The 
small-business specialist signs off if he is satisfied that full considera- 
tion has properly been given to small business. If he is not satisfied. 
further procurement action is held up pending a review of the case and 
final determination is made by the Director of Procurement and 
Production. The small-business specialist then records the results 
of the particular procurement, showing how many bids or proposals 
were received from large and from small business concerns, and in 
such cases where an award was made to large business, the reason why. 
These records are consolidated at headquarters, Air Materiel Com- 
mand, and each month a consolidated report for all installations where 
Operation Peacemaker is conducted is submitted to me. It has, for 
vears, provided a valuable management tool. 

’ In addition to the Air Force small-business specialists in our major 
purchasing offices, full-time specialists, as I have said, have long been 
assigned to each of the 18 air procurement districts. Their functions 
are quite different from those in the purchasing offices, are greater in 
scope, and are very important in securing the proper relationship 
between small business and the Air Force. These are the offices to 
which a business concern makes its application to become listed in 
the sources system of any of our major purchasing depots wherever 
they are located. These are the offices which conduct facility capa- 
bility surveys, sometimes called preaward surveys, and which have 
contract administration responsibility for most contracts placed with- 
in their geographical areas. It is the small-business specialist in these 
district. offices who cooperate with the field offices of the Department 
of the Army and Navy and with the Small Business Administration, 
informing the latter of any negative facility capability report on a 
small-business concern being considered for a contract, thereby giving 
the Small Business Administration the opportunity to issue a certifi- 
cate of competency should it so decide to do. This small-business 
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specialist is a member of the review board which analyzes the findings 
of the three-man team which conducts each facility capability survey. 

Bid boards of all advertised or negotiated current procurements that 
have appeared in the synopsis are maintained in the district office by 
the small-business specialist for the benefit of those business concerns 
which may not have received bid sets directly from the purchasing 
installation. Any request for facility contracts or facility expansion 
must be reviewed in the district office and the small-business specialist 
there takes part in that review to help assist in determining whether or 
not there are ample facilities available in existing plants. He actsasa 
representative of the district chief at all meetings with industry within 
the area to inform small-business concerns the steps they should take 
to get into the Air Force procurement system. 

I might say that has been a tremendous activity. In one period 
of 4 months we held over 300 meetings across the country with small- 
business groups to acquaint them with how to get into the Air Force 
procurement system. 

In the New England area, I was very much interested in getting a 
report the other day of some 34 meetings which our small-business 
specialist working out of Boston had conducted in Maine, New 
Hampshire, Vermont, Massachusetts, Connecticut, and Rhode Island, 
meeting with groups who were called together by chambers of com- 
merce or by some of the State governments who have their own small- 
business development arrangements, and we find that that is a very 
important part of the activities of our small-business specialist. 

One of his major responsibilities is to keep in close personal contact 
with all of the large Air Force prime contractors in the area and 
bring about the maximum use on their part of small-business concerns 
as subcontractors and suppliers. Registration lists of small-business 
concerns interested in subcontracting are maintained in his office and 
are furnished to our large prime contractors in any part of the coun- 
try who are interested in locating additional potential suppliers. This 
small-business specialist also maintains current lists of all large con- 
tractors in the area, together with a record of the types of articles they 
are generally interested in subcontracting, and these lists are made 
available upon request to any interested small-business concern. They 
are not published for wide distribution since by doing so they would 
lose the value of being completely current. 

I have only mentioned a few of the functions of these specialists in 
the district offices for they get into every type of activity for which 
the district office has responsibility, including contract finance. These 
men, I may say, in every case are civilians and in every case they are 
on the direct personnel staff of the chief of the district office. 

The widespread organization which I have described has been in 
effect in the Air Force for these many years and has recently been 
added to in order to provide even greater coverage. In December 
1956 our other major commands, such as Air Defense Command, 
Tactical Air Command, Strategic Air Command, Air Training Com- 
mand, Continental Air Command, and Military Air Transport Service, 
designated specific individuals of their headquarters, each to serve as 
the executive for small business for the entire command. Small- 
business specialists, as an additional duty, have also been designated 
in the hundred and fifty-odd bases of these several commands where 
local purchase activities have long been conducted. Local purchases, 
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as you know, are generally for housekeeping items used on the base, 
and it is entirely natural that a very high percentage of these purchase 
orders have regularly gone to small- business concerns. However, we 
believe that this latest. step will give added impetus to their use of 
small-business concerns as suppliers s. 

In September 1956, Air Research and Development Command 
assigned a full time executive for small business at its headquarters 
in Baltimore. I might state, just to make it perfectly clear—in case 
you are not familiar “with it—that in the Air Force all of our research 
and development is concentrated in the one Air Research Development 
Command, which is a somewhat different situation from what you 
encounter in the other services. This makes it possible for us to pin- 
po! int this problem, and by having an executive for small business at 
that headquarters, full time, we feel we have made considerable 
progress. 

There has been worked out a very specific program to be put into 
effect in all of its purchasing centers and development field offices 
throughout the country. Mr. John Ejiden, the executive for small 
business for ARDC, is here today and will provide any information 
you may desire as to the manner in which that program is expected to 
operate. 

I am sure we all recognize that the value to the Nation of a small- 
business program conducted by any agency can hardly be determined 
by statistics alone, but nevertheless, statistics do furnish us with a 
readily available measure of effectiveness, even though an incomplete 
measure. We have provided your staff with the 6-year statistical 
record of our accomplishments insofar as prime contracts are con- 
cerned, and it shows that for the 12 months of calendar year 1956, 
small business received $759 million directly from the Air Force, a 
dollar figure higher than in any preceding year since 1951, which was 
at the height of the Korean conflict. This 1956 figure is considerably 
higher than the average for the preceding 5 years. The percent of 
the total, which in calendar year 1956 came to 7.4 percent, is lower 
than the corresponding percentages in either of the 2 immediate pre- 
ceding years, but is, nevertheless, higher than the 7.1 percent recorded 
as the average for all 5 of the preceding years. Again, the percent 
of the potential which small business received, and which in calendar 
vear 1956 came to 65.8 percent, was less than in either of the 2 imme- 
diate preceding years, but was higher than the 61.4 percent average 
accomplished over the 5-year period. 

I think it is important that in evaluating procurement statistics we 
keep in mind the oa that any figures for a period of less than 12 full 
months provides such distortions as to make them hardly meaningful. 
Even 12 months’ statistics should only be considered when figures for 
longer periods are not available. This is particularly true in the case 
of the Air Force where a few purchases of bombers and fighter planes 
made at any particular time involve such a huge amount of dollars 
that these purchases almost smother all others combined. For ex- 
ample, if a contract is being considered for the B-52, the award of 
that contract in December instead of in January will make a tre- 
mendous difference in the percentages going to small business con- 
cerns in one calendar year as against the other. 

We are using in my report today, gentlemen, the calendar year 
figures rather than fiscal year because of the fact it enables us to bring 
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the report more nearly up to date and still enables us to provide a 
12-month pattern. 

Subcontracting reports received to date are quite encouraging as 
they indicate a decided increase in the percentage of the dollars being 
awarded by defense contractors as compared to the percentages re- 
corded in a special Air Force survey made available to the Congress 
in 1953. At that time, 97 large Air Force contractors reporting on 
more than $15 billion worth of prime contracts received from 1950 
through 1952 showed that they were placing 15 percent of the value 
of their contracts directly with small business. Today we have a much 
higher figure, and we consider that all to the good. 

In conclusion, I hope that it has been apparent to the committee 
from this recital of the manner in which our small-business program 
operates, that it is not a program set apart by itself, one to be picked 
up here and set down there. It is part and parcel of the whole Air 
Force procurement program, completely integrated in all of its aspects. 
It has increased in its effectiveness as it has moved forward, has proven 
its value to the Air Force, and to that segment of the small business 
community with which we deal, and in continuing cooperation with 
the Small Business Administr: ation we hope to even further increase 
its effectiveness. 

The help of this committee, Mr. Chairman, has been valuable and 
we will continue to welcome your suggestions to make our work more 
effective in the future. 

I have attached to this statement the statistics which T have pre- 
sented to the staff at an earlier time. 

Mr. Motrer. That will be made a part of the record. 

(The document reads as follows :) 


Net purchases by Air Force from industry in continental United States— 
Calendar years 











Calendar year Total Small business | Percent | Small business} Percent |Percent of 
“‘potential’’ of total awards of total | potential 

1951 _..-| $9, 947,000, 000 | $1, 729, 092, 000 $873, 000, 000 8.8 50.5 
1952 -.-| 11, 427, 572, 000 1, 063, 832, 000 640, 338, 000 5.6 | 60. 4 
1953 ----| 12, 489, 574,000 | 835, 873, 000 | | 573, 147, 000 4.6 | 68.6 
1954 _| 5,364, 931, 000 | R36, 661, 000 | 589, 853, 000 11.0 } 70.5 
1955 ati Y 447, 3 51,000 | 1 911, 468, 000 ) | 624, 628, 000 | 8.4 | 68.5 
5-year total | 46, 676, 428, 000 5, 371 6, 928, 000 | 11.5 3, 300, 966, 000 | 7.1) 61.4 
1996._..... Sais .| 9, 949, 905, 000 1 137, 546, 000 11.4 738, 934, 000 | 7.4 65.8 


1 In the middle of this calendar year the criteria for determining the ‘‘potential’’ was changed by Depart- 
ment of Defense instructions. The new criteria inflated the potential to a certain extent which auto- 
matically reduced the percentage of small business awards. 

Prepared by Office of Small Business Headquarters U.S. Air Force—Mar. 20, 1957. 


Mr. Streep. Gentlemen, I have a couple questions. I don’t know 
whether you can supply the answers or not. 

In all of these hearings a great deal was said aboout the total in 
dollars and percents that small business gets of the total of defense 
dollars. We are constantly receiving complaints from small business 
that they do not get their share and one of the reasons given, especially 
in the aircraft industry, is that the prime contractor doesn’t have 
sufficient profit motive to do as much subcontracting as he might other- 
wise do because if he has the capital to do something in his plant that 
could be subcontracted out, even though the subcontract might get the 
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item cheaper for him and he could save some money on the end cost 
of an aircraft, he gets renegotiated out of it, and I am just wondering, 
because of this persistent complaint, as to the effect that renegotiation 
has brought as to the end cost of the item and as to the effect it has on 
subcontracting, whether you know of any realistic studies that have 
been made to see if those types of complaints are based on any sound 
facts and whether or not the repeal of the renegotiation law would 
result in the loss of more money to the Government or in a savings. Do 
you know of any study that would give any real light on that general 
subject ? 

Mr. Weppetu. I want to tell about this particular situation in con- 
nection with that, Mr. Steed: In 1951 the Air Force, in starting its 
subcontracting part of the program which involved the large primes, 
sent out across the country a four-man team made up of industry, at the 
invitation of the Under Secretary: two representatives of small busi- 
ness concerns, one of large, and one who represented an association of 
manufacturers in the electronics field, composed of both large and 
small business concerns. They made a 6 months’ study of the whole 
area of small business programs, both prime and sub, and in that study 
they constantly ran across this situation of renegotiation, the fear of 
renegotiation. 

They made an interim report to the Under Secretary asking that 
immediate action be taken with the Renegotiation Board as at that 
time it was revising or modifying the programs and procedures and 
policies of the Renegotiation Board. That was done. The Air Force 
Secretary agreed thoroughly with the committee that he had sent out, 
and at that time a change was made by the Renegotiation Board in 
an attempt to show this fear was not a realistic one. 

That was the only study that I know of that has been made that 
resulted in any action by the Renegotiation Board. I do know, how- 
ever, that our advisory group on small business, which has met with 
the Air Force for some 3 years, and is made up of industry, has several 
times taken up this matter and has advised that there was little v alidity 
in that situation so far as their own plants were concerned. 

Now, of course, that matter is under study by the Cabinet Committee 
on Small Business and there are some recommendations in its report 
that was made out in August on this very subject. 

The Air Force Adv iser Group on Small Business, however, felt quite 
strongly that the Cabinet Committee’s rec -ommendation did not go far 
enough in clarifying this matter. The Air Force has presented the 
views of its committee to the Director for Small Business in the De- 
partment of Defense. 

Mr. Streep. Now one other matter they bring up: We have some 
small-business men who complain that although they have plant 

capital to do a certain item, that they are denied the right to do so 
because of the use of Government-owned facilities. Has there been 
any material increase in Government-owned facilities in recent years 
and, if so, to what extent do you know that that has had an adverse 
effect on small business ? 

Mr. Snarp. I don’t think—certainly not since I have been here— 
there has been any really marked increase in Government-owned facili- 
ties of the type I think would be competitive with small business. 
Certainly during the war and during the rush of the Korean emer- 
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gency, I am sure we found at that time, when the demand was so 
great on all types of business, large and small, that undoubtedly we 
had to establish certain Government-owned facilities to take care of 
the terrific workloads during the war and during the Korean incident. 

This isa problem. We do have the problem of the taxpayers having 
paid for these facilities in the past and in most cases in the quite 
distant past, but we do own the facilities and we can actually produce 
the products from those facilities more economically than we can allow 
an outside concern, large or small, to produce in the facilities on which 
we have to allow depreciation of their investment in equipment. 

This is a serious problem. There is no question about it, and it is 
a serious problem. 

Mr. Sreep. On another subcommittee of which I am a member, 
we had occasion to discuss this matter with one company that had 
very few Government-owned facilities and their success in subcon- 
tracting was far greater than that of most of the other companies 
that we looked into. Do you have any idea about what percent of 
your procurement goes to a Government-owned facility as against 
a privately owned facility ? ¢ 

Mr. Suarp. I don’t think I have those exact figures to offer. I could 
say this, though, that, of course, our subcontracting structure in the 
airframe business varies from one company to another, but it runs 
in the neighborhood of between 40 and 50 percent of the total pro- 
curement, ‘and in the engine industry, the aircraft engine business, it 
is much higher than that. It runs in the neighborhood of 70 percent 
of the procurement being subcontracted. I can’t say exactly that the 
proportion that is not subcontracted is actually done in Government- 
owned facilities. I can perhaps furnish a rather accurate estimate 
of that for the record if you would like it, sir. 

Mr. Sreep. My point in bringing that up is since there seems 
to be such a continuing prevailing of the idea among small business 
groups that these two things are hampering their chance to get their 
fair share of this procurement dollar, that if their fears are not well- 
grounded that anything that can be done to establish the authenticity 
of the fact might help a lot and might serve to dissipate some of 
the complaints we get. 

Mr. Weppett. Mr. Steed, I would just like to make two short points 
in connection with that. I think that perhaps this increase in sub- 
contracting to small business that is reflected by these reports as 
between 1952 and 1956 might be considered as showing there has 
not been too much of this restriction within their own plants of the 
types of things that small business can do, but there is another aspect 
of this which I think we can give the committee, which I think will 
be helpful to you, and which I ran across the other day. We can 
present you with some figures showing the very large number of 
Government-owned tools that are in the hands of small business 
concerns. That is really a surprising figure. We will be glad to 
present it to the committee. 

Mr. Sreep. I was going to come to that point. I know many small 
plants do have Government-owned tools and I don’t recall ever having 
seen any information on to what extent that sort of facility has spread 
throughout small business as against the charges that are made about 
the facilities that the prime contractors use. It might be helpful if we 
had that information. 
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That is all I have, Mr. Chairman. 

Mr. Mutter. Thank you, Mr. Steed. 

Mr. Riehlman ? 

Mr. Rresiman. I would like to ask this question: I understand you 
have a gentleman in research present. 

Mr. Sarr. Mr. Eiden. 

Mr. Rreutman. Mr. Eiden is it? Are you located at Baltimore? 

Mr. Emen. Yes, sir, I am. 

Mr. Rrentman. I wonder if you could give the committee a better 
insight as to just exactly what your activities are there and how you 
are developing small-business procurement in this field of research and 
development. 

Mr. Ewen. Yes, sir, Mr. Riehlman, I will be very pleased to tell 
you what we in ARDC have done. 

In March of 1956 the Air Research and Development Command es- 
tablished the ARDC Small Business Guidance Council. This guid- 
ance council consists of technical and procurement members of the 
command to advise the Director of Procurement on small-business pol- 
icies. That is, they hold meetings at the call of the chairman and re- 
view ARDC policies governing the relationship with the Air Force 
small-business program and with the Small Business Administration. 

We have here a copy of the regulation that establishes the ARDC 
Small Business Guidance Council that we would like to give to the 
committee. 

In September of 1956, the Air Research and Development Command 
appointed an executive for small business. He is also chairman of the 
Small Business Guidance Council that, as I indicated previously, was 
established in March 1956. 

ARDC small-business program procedure has been written and has 
been approved by the Chief of the USAF Headquarters Small Busi- 
ness Office. The ARDC program is tailored after the program that 
Mr. Weddell outlined as the Air Materiel Command program Pace- 
maker. It is contained in an ARDC supplement No. 80, to section 51 
of the Air Force Procurement Instructions, which we have here and 
can also make a part of the record. 

(The document is as follows :) 


RDSKP 
ARDC AFPI Supplement 80 


HEADQUARTERS, AIR RESEARCH AND DEVELOPMENT COMMAND 
Baltimore, Md. 


ARDC AFPI Supplement 
SMALL BUSINESS 


SMALL BUSINESS CONCERNS AND ARDC SMALL BUSINESS PROGRAM 


1-102 Definitions 


(h) A “small-business specialist” (SBS) is that employee appointed as such 
by the Director of Procurement at ARDC centers or the Director of Procurement, 
Headquarters ARDC, at designated Air Force development field offices and as- 
signed primary responsibility for implementing the Air Force small-business 
program as it is related to the ARDC procurement program. 

(i) A “contract specialist” (CS) in reference to this supplement is either the 
ARDC contracting officer or buyer charged with the responsibility for negotia- 
tion and administration of a contract. 
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(j) A “source specialist” (SS) in reference to this supplement is that indi- 
vidual charged with the responsibility for maintaining and developing center 
source files on potential contractors and for interviewing prospective contractors 
in relation to their performance capability. 

51-104 Air Force small-business procedures—General 

(d@) The ARDC Small-Business Guidance Council established March 12, 1956, 
consists of staff members of the Directorate of Procurement, Directorate of 
Development, Directorate of System Plans, and the Plans and. Programing Office 
of Headquarters ARDC. It functions as a coordinating body and assists the 
Director of Procurement in developing the ARDC small-business program in 
accordance with Air Force policy and reviewing the effectiveness of the program 
within ARDC. The executive for small business for Headquarters, ARDC,. 
Directorate of Procurement, is designated as chairman of this council. 

51-105.8 Additional procedures for ARDC 

At Headquarters, ARDC, and ARDC center directorates of procurement to 
which small-business specialists are assigned the procedures in this paragraph, 
in addition to those in paragraph 51-10.1 will be followed on all individual local 
purchase and research and development procurement actions which are expected 
to involve an expenditure of $10,000 or more. The procedure set forth in this 
paragraph is also applicable to individual purchase requests (PR’s) of less than 
$10,000 which are susceptible to combination and which would aggregate the 
amount of $10,000 or more. 

(a) The ARDC Center UR-—MIPR Control Office (off the Support Services 
Branch) will furnish a copy of all PR’s to the SBS simultaneously with the 
release of the PR’s to the CS. 

(6b) The SBS, CS and SS will review the proposed procurement and determine 
whether it is one for which there are known technically capable or potentially 
capable small-business sources to be solicited. Sources recommended by the 
mining from the source file the known potential sources, including small business, 
for consideration in connection with proposed procurements. The SBS, CS, 
and source specialist will collaborate as a team to insure that consideration is 
given to small-business interests and, will determine the names of technically 
eapable small-business sources to be solicited. Sources recommended by the 
Small Business Administration will be considered on the same basis as other 
qualified small business concerns as potential sources. Disagreements among the 
members of the source selection team will be resolved by the Director of Procure- 
ment at ARDC centers or the Director of Procurement, Headquarters, ARDC, 
on Headquarters purchasing and contracting actions. 

(c) The SBS will accomplish AFPI Form 46, Small Business Coordination 
Sheet, as applicable to each specific procurement, reflecting agreements reached 
with the CS. Three copies of the form will be prepared and signed by the SBS 
and CS: the original will be furnished to the CS for inelusion in the official 
contract file: the second copy will be retained by the SBS: and the third copy 
will be retained by SS. 

(d) Synopsis of proposed procurements will be made in accordance with 
ASPR 2-206.1 and 2—206.3. 

(e) For those procurements on which a determination is made that a small 
business potential source exists, the CS will: 

(1) Furnish a copy of the RFP or IFB and any amendments subsequently 
issued to the SBS. 

(2) Furnish the SBS for review, prior to making award, a copy of the abstract 
of bids or proposals including any technical evaluation that has influenced the 
procurement. The abstract will be in sufficient detail to enable the SBS to 
determine : 

(A) The PR number or numbers involved in the procurement. 

(B) Whether the procurement was handled according to AFPI Form 46. 

(C) The basis for CS’s recommendation, if award is made to other than 
small business. 

(D) The number of large potential sources and number of small potential 
sources solicited. 

(E) The name and location of each bidder and whether the bidder is 
large or small business, and the recommendation of the CS for award. 

(f) The SBS will make an appropriate notation on the AFPI Form 46 for 
the information of the review committee respecting his concurrence in considera- 
tion of small-business potential. If the SBS is not satisfied that proper con- 
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sideration has been given to small-business concerns in the handling of the pro- 
curement, he will notify the CS immediately. In the event of disagreement be- 
tween the CS and the SBS, the case will be referred to the director of procure- 
ment at ARDC centers or the Director of Procurement, Headquarters, ARDC, on 
Headquarters purchasing and contracting actions. 

(g) The SBS will review each DD Form 350, Individual Procurement Action 
Report, before it is submitted to Headquarters, AMC, and will advise the CS 
when it appears that the small-business information contained in the report is 

correct. 

. (hk) The SBS at each ARDC center directorate of procurement will submit 
AFPI Form 46A (formerly form 261) Small Business Monthly Activity Report, 
as of the end of each month, three copies of which will be submitted to Head- 
quarters, ARDC, attention: RDSKPA, not later than the 10th calendar date of 
the following month. 

(i) The SBS, CS, and SS will utilize the services of SBS’s assigned to desig- 
nated development field offices to the maximum extent in developing and selecting 
potential small-business sources. 

Mr. Emen. This program that we have written and is now ap- 
proved has been presented to the directors of procurement of each of 
the 10 Research and Development Command centers. 

Mr. RieutmMan. How many are there? 

Mr. Emen. We have 10, sir, where the procurement activities are 

carried out by directors of procurement. 

Mr. Rieni_man. I think the committee is more interested in what 
has been accomplished, rather than just the formulating of a program 
and the approach that Is going to be made, 

Mr. Een. Well, sir, if | may continue; we now have small-business 
specialists designated at rah one of the procurement activities who 
are on the staff of the directors of procurement of each one of these 
centers. We are also planning on having a small-business specialist 
at three of the Air Force development field offices—the office in New 
York, a new one in Chicago, one in Los Angeles. 

These small-business specialists will be comparable to the small- 
business specialists that the Air Materiel Command has in its district 
offices. We will have two different types, just like AMC has. 

The small-business specialist at the procurement activities will 
screen each procurement with a view toward determining whether or 
not the source files at these particular activities has small-business po- 
tentials that can be put on a particular procurement and thus give 
capable small concerns an opportunity to submit a proposal. That is 
the way the program generally operates. 

Mr. Rieutman. How long has this been in operation { 

Mr. Erpen. This has been in operation, sir, since the first of January. 

Mr. Riruiman. Of this year’ 

Mr. Erpen. Yes, sir. 

Mr. Rren_mMan. You haven’t had very much of an opportunity to 
appraise its effectiveness. 

Mr. Ernen. No, sir; we have not. We well that after the porgram 
is in operation for about 1 year that we will have some very meaning- 
ful statistics that this particular program will bring about in the way 
of reports. 

Mr. RieuiMan. This is one of the fields, may I say. in which small 
business hasn’t. been able to get its rightful opportunity. Maybe we 
are wrong, but up to this present point at least small business has had 
a very, very small percentage of the research and developinent 
programs, 
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Mr. Eipen. According to present statistics, this is true, sir; but we 
believe our formalized program will bring about more meaningful 
figures. 

Mr. Weppe.u. Mr. Riehlman, I want to put this remark in: You 
asked for specific accomplishments. We can’t speak yet of a great 
number of them, but here is a particular instance where this new 
program in effect is paying off: A smail-business concern in the State 
of Florida which is in the research and development field traveled 
hither and yon about the country trying to find out how it could get 
its capabilities known to various research and development agencies 
of the Government. As soon as we heard of the situation we referred 
them to Mr. Eiden at Baltimore, where he spent a long time with them 
and then took them to the technical people, where they discussed the 
matter to see what they could do. Within 2 weeks after that, an in- 
spector from Patrick Air Force Base called on this plant to look it over 
personally and to determine where it could fit into the program. We 
had a letter from that concern recently showing that they have had 
some 4 or 5 requests to make proposals because they were found to be 
very competent and capable in a certain area of research and develop- 
ment that was being considered. I believe they have received a con- 
tract since then. 

I would like to say that that is a general situation. It will be a 
general situation, I am sure, as rapidly as they can get this work going. 

Mr. Rrenuman. I know of an‘instance, Mr. Chairman that I dis- 
covered last year in Los Angeles, Calif., in which 2 or 3 engineers had 
secured a facility of their own and were in the field of research and 
development; 2 or 3 of them had been employed by Douglas and were 
struggling tremendously to find an opportunity to do something for 
the Government. They were willing to give their services and I know 
they were competent engineers. They had a small facility and it was 
a real struggle and real problem for them to get a start on it. Those 
are the type of ambitious young people who want to get into that field, 
and our committee and the Small Business Administration, I am sure, 
are interested in trying to sponsor and help them so that they can get 
started. I am hopeful that the program that you outlined, particu- 
larly for the Air Force, will be effective and helpful in that respect. 

Mr. Suarp. Mr. Riehlman, I might add here this has concerned me 
a great deal, not only from the standpoint of giving small business its 
proper share, but we in the Air Force feel very strongly that we have 
enormous potentials for development of equipment and new ideas in 
these small concerns that are not being properly tapped. I mean we 
feel it not only would be helpful to the small-business concerns, but 
it would also be helpful to the defense effort itself. 

Mr. Rieutman. Isn’t it true that many times it is just one individual 
or engineer or scientist that really has the key to one of our great de- 
velopments? Sometimes they are isolated from the big manufacturers 
and so forth, and if we can tap that research, that might be of benefit 
to our weapons and development field. 

Mr. Suarp. I heartily agree and that is one of the reasons why I 
have taken such a personal interest in this particular activity. I am 
sure it can have far-reaching effect. 

Mr. Rrentman. I know we will watch with a great deal of interest 
as to what accomplishments will be made, particularly with this new 
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approach that you have made to this research and development pro- 
gram. 

Mr. Eien. I would like to say, Mr. Riehlman, that since the pro- 

ram has been in operation since September of 1956, 1 have talked to 
at least 50 small-business men who have personally come into my office 
and have been brieted as to just exactly how we intend to carry on the 
program, and what procedures we have established. We have re- 
ceived letters from these individuals who have followed through. 
They haven’t told us that they have received a contract, but they have 
been very pleased to have had the information, to learn how to get into 
this research and development work. 

We have had phone calls, as well as letters, from these individuals 
and we have sent out about 250 brochures and letters outlining the pro- 
cedure to people who have written inquiring as to how to do work 
with the Air Force in research and development. 

Mr. Riesiman. Mr. Weddell, in this position that you hold, you 
have in the field, I think, 160 small-business specialists ? 

Mr. Weppe.tu. We have, Mr. Riehiman, 42. 

Mr. RizuitmMan. Where did I get the figure of 160? 

Mr. Weppetu. I think I can explain that. We have 42 full-time 
small-business specialists in the Air Force. In addition to that, we 
have some nine part-time small-business specialists where it is an 
additional assigned duty. ‘That is where there isn’t enough work of 
this sort in that particular installation. Those are not our major pur- 
chasing activities. 

Now the other figure that you have, that higher number, is due to 
this recently scheduled plan of having in each of the bases, some 150 
bases, having 1 particular individual there known as the small-business 
specialist so that he would provide a focal point for a small-business 
man who wants to sell his product for use on the base. 

For example, here at Bolling Field there will be, or there is now, a 
small-business specialist. He is not a full-time man at all. 

Mr. Rien_~mMan. Will they be full-time people eventually or are 
they just part-time ¢ 

Mr. Weppe.u. No; there isn’t enough procurement there to justify 
a full-time man. 

Mr. RieuitmMan. Where do you secure these men? What is their 
vther activity, other than this! Are they attached to the Air Force? 
Mr. Weppe.u. Oh, yes; they are Air Force. 

Mr. Rieuitman. And they are just assigned on a part-time basis? 

Mr. Weppetit. When I speak of a part-time basis, these men have 
other duties in the Air Force and we add this one. But we want to 
have this made clear: A small-business man goes to Bolling Field, and 
he has a flashlight or something that he wants to get adopted. In the 
past he has gone to the purchasing officer there, and he will in the fu- 
ture, but we want to have some one individual on the lookout to make 
certain that he is given proper consideration all of the way through— 
somebody that we could say, “if you are going to Bolling Field, see 
Mr. whatever his name is,” who would be a sort of focal point there 
for him. 

Mr. Rrentman. I think that would be helpful. 

Let me ask this question regarding the 42 who are full-time employ- 
ees as small-business specialists. To whom are they responsible ? 

91429—57—pt. 127 
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Mr. Weppett. In the case of those in the depots, where we do pro- 
gramed purchasing, each one is responsible to, and is on the staff of, the 
Director of Procurement and Production. In the case of the district 
offices where we do no purchasing, they are on the staff of the chief of 
the district office and responsible to him. We follow the command 
channel. It is the line of command, let me say, right straight through 
to the responsibility of our small-business specialists. 

Mr. Rreuiman. Yours differs, then, from the Navy. 

Mr. Weppett. I do not believe so, sir. 

Mr. Rireutman. I thought the Navy said that they handle it or they 
work both ways. They had direct access to the gentlemen in charge 
of small-business activities and that—— 

Mr. Weppet.. We are speaking about responsibility, Mr. Riehlman. 
At Rome Air Force Depot, Rome, N. Y., the small-business specialist 
there is on the staff of the Director of Procurement and Production 
at that base, at that installation, but he is in contact with Mr. John- 
son, the executive for small business at headquarters, AMC, at any 
time by phone and the contact is both ways. He is in contact with me, 
if he is having some problem that requires headquarters’ attention, 
‘rather than headquarters at AMC attention. 

We have the same situation there, as I understand it, that Navy hs as, 
but when it comes to who is their commanding officer, it is that partiec- 
ular Director of Procurement and Production. Ths at is what I meant 
by responsibility. 

Mr. RreuiMan. Do you have many instances where there has been 
friction between the small-business Sitatnaataale and the procure- 
ment agent in these different areas? 

Mr. Weppett. I would like to refer that to Mr. Johnson. 

Mr. Jounson. Pardon me, sir, friction between the small-business 
specialist and whom ? 

Mr. Rrentman. And the procurement officer. 

Mr. Jonnson. There have been disagreements. There is bound to 
be disagreement. 

Mr. Rrestman. What I am asking is whether they have been called 
directly to your attention, whether he has come to you for assistance 
and relief, or whether he has brought a problem to you for your 
attention. 

Mr. Jonnson. That happens occasionally. Now in a depot, that 
would be settled by the Director of Procurement and Production— 
disagreements between the small-business specialist and the contract- 
ing officer. 

Mr. Rreutman. Then it would never get to the top people at the 
top level and they would never know anything about it: would they? 

Mr. Jonnson. Oh, yes. 

Mr. Rrentman. How could they if it is settled right there ? 

Mr. Jounson. Oh, yes, I have calls where there is some contro- 
versy; they want to know what our policy is and want guidance in 
settling it. 

Mr. Rreuiman. Suppose there is a difference of opinion at Rome, 
as has been suggested—Rome Air Depot. 

Mr. Jounson. Between the small-business specialist assigned there 
and the procurement officer ? 

Mr. Rreutman. Yes. You say it is settled there at that level ? 
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Mr. Jounson. Normally it would be settled at that level. 

Mr. RirHitMANn. Suppose this man is under the direction of that 
office and he does have a definite feeling that the procurement officer 
is not fulfilling his duty in respect to a small-business procurement 
and he has a very serious doubt. If he is subject to discipline at that 
headquarters, do you think he is going to be very apt to call it to 
your attention ¢ 

Mr. Jounson. Mr. Riehlman, I don’t think it has been made quite 
clear here just the position that these people hold. 1 mean the small- 
business specialist. When we say the staff of the Director of Procure- 
ment and Production, that puts him at a higher level than the con- 
tracting officer. He is not on the same level as the contracting officer. 
He is not responsible to anybody in the contracting division. He is 
above the contracting division. 

Mr. Rreniman. But he is assigned to that division just the same; 
isn’t he? 

Mr. Jounson. No, sir, he is not assigned to the Procurement Divi- 
sion at all; he is on the staff. 

Mr. Rrieuuman. Whois his superior ¢ 

Mr. Jounson. The Director of Procurement and Production. 

Mr. Riruiman. In that very area ! 

Mr. Jounson. No. That is one step above the procurement level. 

Mr. Rresuman. Yes, but it is in the same installation; isn’t it 

Mr. Jounson. The same installation, yes, but he is not at the level 
that the contracting officer is, 

Mr. Rreximan. That is right, but the point we are trying to drive 
at is who really hires and who has the authority to fire that man. 

Mr. Jounson. The Director of Procurement and Production, who 
is above the Procurement Division. 

Mr. Rreuiman. If there is friction and misunderstanding between 
the procurement officer and the small-business specialist, the man at 
the next echelon can either take him out of the position and it can 
never be brought to your attention ? 

Mr. Jounson. That could happen. 

Mr. RreuimMan. Well, do you know of any instances where it has 
happened ? 

Mr. Jonnson. No, sir; I do not. 

Mr. Rreni_man. Has anyone complained to you that they have 
hesitated to call it to your attention because of the fear that they 
might be disciplined and discharged ? 

Mr. Jounson. Nobody has complained to me on that score; no, sir. 

Mr. Weppetu. I have had some occasions of the sort that you speak 
of, Mr. Riehlman, because, as I mentioned, part of my responsibility 
is to see how this program is working and in these field visits I call 
on all of our small-business speci: alists themselves. I also call on the 
Directors of Procurement and Production in those installations where 
I have found some situations where the small-business specialist, per- 
haps because of the transfer of a new man in there as director, feels 
that there is some lack of sympathy with his work. That presents me 
with the necessity, and it is quite proper, to sit down with that Di- 
rector of Procurement and Production. I am not telling him that this 
man has complained of this or that, but my job is to see to it that he, 
the Director of Procurement and Production, really gets on the job 
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because he is responsible for the small-business program at that depot. 
It is not the small-business specialist. The small-business specialist 
is simply his arm to do it. 

There has to be, I grant you, a real solid conviction on the part of 
these men who head up these installations that this program is for 
the good of the Air Force; it is for the good of the Government; it is 
for the good of the whole setup—not just because it comes to them 
in the form of a directive that he must carry out. We want them to 
be personally interested in this thing and if the reports showing the 
small-business program in that particular installation is not on the 

roper basis, it is the Director of Procurement and Production who 
heats about it from General Baker at AMC. I don’t ever want to 
have the heads of the installations relieved of their responsibility to 
see that this program is carried out. It is their responsibility and 
where we find that it is not being correctly lived up to, you can be 
sure that the proper action is taken to correct. that situation. 

We don’t want these small-business specialists to be orphans in the 
storm out there. 

Mr. Rrenieman. Will you repeat that / 

Mr. Weppett. We don’t want them to be sort of orphans in the 
storm; we look to the Director of Procurement and Production there 
to see to it that that program is operated in accord with proper policy 
and procedures that have been laid out by higher authority. 

Mr. Suarp. Mr. Riehlman, I might say that in an organization as 
large as the Air Force, it is necessary to manage it by doing exactly 
what Mr. Weddell says he does. We can write all of the regulations 
we want and get all of the reports we want b: ack from the field, but 

really the only way we find out actually what is going on is talking 
te people and calling on small business and talking to people that are 
running the small-business operations on the bases and in the depots 
the way Mr. Weddell does. I find it true in my broader areas of 

materiel. We must get to the bases to find out how well we are sup- 
porting the aircrs aft firsthand—talk to the mechanics that work on 
them and find out how promptly spare parts are arriving and the 
condition they are in. That is the only way in an organization as 
large as this that we can really find out what happens. 

If we had a system of reporting back when a small-business man 
felt that he was being imposed on, reporting back to the small-business 
specialist, 1 am afr aid it could ver y well get lost in the shuffle. I mean 
we really need to personally go and talk to these people to find out 
what actually happens. Of course a great many of the small-business 
men, through the members of your committee and C ongressmen, help 
us a great deal in uncovering areas where there are difficulties. 

There is no question these things can happen and we have to ferret 
them out. It is hard to do, but we are trying. 

Mr. Mutrer. Mr. Eiden referred to a Small Business Guidance 
Council. Is that made up of men within the Department or men in 
civilian life? 

Mr. Erpen. This is made up of officers and civilians, Mr. Multer, in 
the Air Research and Development Command, consisting of technical 
people as well as procurement people. 

Mr. Mutter. Could you supply us with the names and business 
affiliations of the members of the council ? 

Mr. Ermnen. Indeed, yes. 
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This would be their civilian and military titles within the Air Force? 
Mr. Mutrer. They are all within the Department? 

Mr. Eien. They are not people in industry. 

Mr. Murer. Just indicate the grades and title or rank, as the case 
may be. 

Mr. Emen. Yes, sir. 

(The material referred to follows:) 


Arr RESEARCH AND DEVELOPMENT COMMAND SMALL BUSINESS GUIDANCE COUNCIL 


CHAIRMAN 





John C, Eiden, executive for small business, GS-14 


MEMBERS 






Robert E. Miedel, Deputy Director of Procurement, GS-15 

H. Fivehouse, Chief, Programs Office, Office Department Weapons Systems, GS-12 

W. L. Baker, Chief, Technical Industrial Relations Division, GS-15 

Peter L. M. Packard, Chief, Procurement Surveillance Division, lieutenant 
colonel 


(Vacant, officer recently transferred), Chief, Plans, Policies, Procedures Division, 
lieutenant colonel 


D. H. Hilker, Chief, Management and Resources Division, major 
J. A. Collins, Chief, Technical Planning Program Document Release Bureau, 


-aptain 
D. G. Rhoades, Office, Director of Information Services (attached for publicity 

purposes only), lieutenant 

Mr. Muvrer. You know for a long time I have been bragging about 
the Air Force doing the best job for small business and you now come 
along and confront me with some figures that show I may be wrong. 
The ‘Depar tment of Defense figures show that the first 6 months, from 
July 1956 to December 1956, ‘of the total procurement that went to 
prime contracts, almost half of it went to Air Force, the smallest 
amount went to Army, and the greatest percentage of small-business 
primes was given by Army; Navy is second in both instances, with 
total amount of primes and the amount that went to small business, 
and Air Force, with the largest amount of dollars of primes, has the 
very smallest percentage that went to small business. 

Now in your statistical analysis for each of the last 6 years, the 
count—1951 to 1956, inclusive—showed progress percentagewise. I 
am talking now about what you call percentage of potential. You 
make progress in 1951 and 1952: in 1953 you made a lot of progress; 
1954 a little bit and then you begin to fall back again. 

Now I have in mind that Air Force, of course, lets tremendous 
contracts dollarwise that small business couldn’t possible take. Your 
aircraft contracts, I know small business couldn’t tackle. 

Now your procurement for petroleum supplies is all now in Navy. 
They have taken that. You still have almost half of the procurement, 
dollarwise, of the whole Defense Department. I wonder what the 
explanation is. 

Mr. Suare. Mr. Chairman, I can say that this concerned me a 
great deal when these figures came out and T have expended a great 
deal of effort in trying to find out what happened. One thing that 
happened between 1955 and 1956, when vou notice the percentage of 








Norr.—The ARDC Small Business Guidance Council was established March 12, 1956, 
with terms of reference of this council set forth in ARDC Headquarters Office Instruction 
No. 11-32. 
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otential: dropped from 66.5 to 65.8, was that the Department of 
Defense changed the criteria for determining what the potential was, 
which suddenly raised the value of the potential for small business. 
This was a technical change, but it does raise the potential dollar value 
of the small-business potential ; therefore automatically lowering this 
percentage. 

Did you notice every year in this period, except between 1951 and 
1952, the dollar value of this small-business award has increased 
enormously. It was $624 million in 1955 and $738 million in 1956. 

Now this is an enormous increase in dollar value. Also by the 
nature of our types of contracts now, such as the enormous sums that 
we are putting into single things like the electronics systems, the 
intercontinental ballistics missiles, the enormous communication sys- 
tems such as the SAGE system and the distant early warning system, 
in all of which we insist that subcontracting be done, but it is im- 
possible to contract such things direct with the Air Force, so we have 
to monitor the prime contractors to be sure they will be subcontracted. 

It is in the subcontracting field that we are always getting an 
enormous increase in the distribution of these dollars to ‘small business 
and the figures that we have presented on subcontracting don’t go 
down to the bottom of the pyramid. 

If we were to talk about the subsubcontractors, if we could get that 
information, which we may be able to develop, it would show an 
enormous amount going to small business, but you are getting down 
there to the types “of business that furnish the minor items to the 
prunes and to the subs 

I think Mr. Weddell might want to add something to this. 

Mr. Weppe.. I just want to say, still on this potential figure, that 
particular change that you mentioned there is something that we do 
not disagree with. I want the committee to understand that, but 
prior to that time the potential was determined—TI won’t go into the 
way it was determined, but here is the way the change came about: 

Up until that time, if we continually offered a certain type of item 
covered by procurement to small-business concerns and they never 
even made a bid, we came to the conclusion, well, the potential is 
being determined by small business. If they say its potential, we will 
put it there, but if they don’t bid on those things at all, apparently 
our idea was wrong when we offered it tothem. U "nder the new system, 
it provides that if we offer it to them, we must put it in the potential— 
what is called potential—regardless of whether we have a mistake 
in overshooting the mark; that is, by not getting any bids at all. Now 
that puts us in the position where we are constantly telling our con- 
tracting officers don’t do any holding back because you think that 

this thing i is not suitable for smal! business, that you think you won’t 
get any small-business bids, unless it is some ‘thing that is very obvious, 
such as an airframe or guided missile or something of that sort. Go 
ahead and see if you can’t scare up some small- business concern that 
is interested. Go out and offer it to them—solicit them. 

The minute they do that, if they come up with zero, they have done 
what we wanted ; they have carried out the policy, but they have auto- 
matically hurt the percentage. 

We don’t want meng to stop doing this even if that figure goes down 
still lower next year. We want them to continue to offer these things 
to small business. The number of bid offerings on which no sm: all- 
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business concern makes any bid whatever is increasing with us to 
quite an extent, but I still think it is a healthy thing to offer these to 
small business. Sometimes we will find one, sometimes we do find one, 
but it does result in this rather slight, but nevertheless it is there, drop, 
There is a drop. 

In presenting these statistics, Mr. Multer, we felt that we wanted the 
committee to have the facts, whether they are good, bad, or indifferent. 

The point that Mr. Sharp made earlier about the fact that our pro- 
curement, the items we are buying, are becoming more and more 
complex, which has an effect on the small-business participation. It 
cannot help but have and as we get further into guided missiles, as 
a greater percentage of our purchasing goes into guided missiles, I 
would expect that there will be a still lower percentage in this prime 
contract area because a guided missile does not have as much support 
equipment as an airframe, for example. It is the support equipment 
that small business produces on aircraft. I am speaking of prime 
contracting. I think we have to simply face the fact that as we get 
further and further and more and more into the highly technical 
complex items from a prime contract standpoint, that imbalance, if 
you want to call it that, dollarwise is going to increase. 

As to contracts, number of contracts placed, we are placing more 
with small business today than we were before, but they don’t have 
the large dollar value that the airframes on jet engines do. 

Mr. Muurer. Did vour guided-missile program increase dollarwise 
from 1955 to 1956 $21, billion ? 

Mr. Wepveiy. Not the guided missile, but the guided missile plus 
the aircraft plus the jet engine increased tremendously in there. 

Mr. Muurer. Was it as much as $21 billion that it increased from 
1955 to 1956 ¢ 

Mr. Weppet1. I don’t know about your comparison of the dollar 
values in there, but the percentage, ves. 

Mr. Mutter. The picture we have in front of us is this on the sta- 
tistics submitted to us. From 1955 to 1956 there is a total of, at least, 
procurement dollarwise, $214 billion,. You increased the potential 
for small business from 1955 to 1956 by $400 million—one-third in- 
crease in the total from 1955 to 1956, with a four-elevenths increase in 
the potential of small business and yet you drop off in your small busi- 
ness from 68 percent of potential to 65 percent of potential. It is an 
inerease in small-business awards of only one-seventh as against an in- 
crease of one-third in the total procurements, and that, even though 
you have doubled the alleged potential. 

Mr. Suarp. I might say, Mr. Chairman, that this $214 billion in in- 
crease in total procurement you are referring to, I am sure, is not all in 
the missile area, but if you include the aircraft engines that have in- 
creased in price from figures like $100,000 an engine to $400,000 an 
engine in certain cases—and when we realize that a B-52 bomber in 
this period is costing something like $10 million apiece, although since 
then it has been reduced. but in this particular period it was in the 
neighborhood of $10 million per unit, and in addition to that the tre- 
mendous effort put into the inter-continental ballistic missiles which 
are terribly expensive items, I would say the area of missiles and air- 
craft, would account largely for the $214 billion increase in our pro- 
curement. Research and development. would also come into that fig- 
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ure. That wasn’t increased, I don’t think, markedly at that time ex- 
cept on the inter-continental ballistics missiles. However, we have 
things like the distant early warning line, which is a fantastically ex- 
pensive thing, and also the SAGE system that has come into being 
here in this period. There is a great deal of subcontracting done in all 
of those areas, but the prime contrac ting has to, of necessity, be left to 
a few very large coordinating managers. 

Mr. Mouzer. I think, sir, in justice to the Department and in order 
to give us a better picture of the situation, it might be well if vou could 
prepare a tabulation, having in mind we don't. want any classified 
figures, which will give us a ‘further breakdown of how you indicate 
what obviously must go to big business because small business can’t 
compete, such as your guided-missile program and some of these other 
programs you have mentioned, so that we could then make a better 
comparison between items we could expect small business to compete 
for. Give us a breakdown that way. I hope that will show a much 
better picture. It is not fair, I think, to put figures of this kind into 
our record and have somebody look at this and say that the Air Force 
get $51, billion out of $11 billion in procurement and gives 6 2 percent 
to small business, while the Army with $2 billion of the $11 billion 
gives 44 percent to small business. It is not a good comparison. I 
don’t think it is in accordance with what the facts are. 

Mr. Swarr. No, sir; it isn’t a good comparison, and I think you 
are perfectly correct; we should give some figures to substantiate our 
position better. We all must remember that the Army buys many 
things for the Air Force, such as clothing and food, which are within 
the small-business potential area. 

Mr. Mutter. Is the Air Force now assigned the job of doing any 
procurement of household items or general items for the entire service ; 
that is, for the other two services, as well as for the Air Force ? 

Mr. Suarp. No, sir; we have not been assigned that type of item. 

Mr. Morrer. In other words, Navy now buys all of the petroleum 
supplies for the three services? Army, I believe, is buying all of the 
foodstuff and clothing. Are there any items of a general nature that 
Air Force buys for the other two services / 

Mr. Suarp. The only thing that we, of course, are doing, which we 
haven’t decided whether it is prac tical or not, is procurement of photo- 
graphic supplies for the three services. We are studying to see whether 
it makes any sense for us to have a single manager for that purpose, 
whether there are enough common items in there. Of course, we know 
film is fairly common, ‘but, other than that, the photographic equip- 
ment seems to be so different between the three services that we don’t 
know if it will make any sense to buy them as a single manager. 

Mr. Muurer. We were very pleased to note that the Air Force inany 
years ago took the first step, as a result of which the other forces then 
did the same thing, in setting up exhibits throughout the country. I 
think the mobile unit was then developed as an exhibit throughout 
the country as a result of what Air Force did in first setting up these 
exhibits to show small business how they could get into this program 
either as primes or subs. 

I notice in vour statement there is some doubt as to whether or not 
vou will continue that because it is so expensive. I do hope that, if 
you find that you must cut your budget, the Small Business Adminis- 
tration will take that on, because I think it is important that some 
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Government agency take that on. It is not strictly a national-security 
or defense-budget item. It is one that belongs in our general economic 
budget, if we had one, and possibly the Small Business Administration 
should take that on if you are going to give it up. I hope it will not 
be disbanded or discarded. It has been very valuable. 

Mr. Suarp. I don’t think we have any intention of giving it up. 
We are only pointing up that we are doing this on a regional basis, 
but we are not at present going into every little community whose 
chamber of commerce wants us to go into that particular community. 
That was not only burdensome to us, but to the contractors that had 
to put on the exhibits. 

Mr. Muvrer. I think it is fair to assume that that part of your 
procurement budget procures nothing tangible for you. I mean it is 
of tremendous help to the economy of the country, yet you get no 
actual return in supplies or equipment for it. I think that ought to 
be separately set up to show what the fact is. 

Mr. Suarp. Well, that is a possibility. I would say that we do get 
something for anything we do to stimulate small business and give 
it more of an opportunity. 

Mr. Mutter. We don’t want you to spend any more money in get- 
ting the statistical information on the item. If it can be conveniently 
done, without a burden to the Department in manpower and money, 
I think it would be helpful to have it in our record. 

Mr. Suarp. I might say, Mr. Chairman, that it seems to me we have 
two avenues in which we can exert effort that will really, I think, 
pay off in the future. One of them is the subcontracting. We have 
to watch that very carefully, because I think, just by the nature of 
the kind of things we are going to procure more and more of in the 
future, we are going to have to supervise the subcontract structure of 
the prime contractors very carefully, and we write this into the con- 
tract that we have a right to supervise and have the right of approval 
of their subcontract structure. We intend to continue this and moni- 
tor it probably even more closely than we have in the past, because 
we realize some contractors might -have a tendency to pull back the 
business into their own establishment. 

Mr. Rrentman. Would this be due to the new weapons-concept 
program ? 

Mr. Sarr. What is that? 

Mr. Rieni~mMan. Would that be primarily due to the weapons 
concept ? 

Mr. SuHarp. I would say it is due to the complexity of the weapons, 
which has made it necessary to have a weapons-system concept. I 
think that the complexity of the weapons is what has really caused 
us to have to give a large proportion of our prime contracts to very 
large concerns. To monitor them, the weapons-system prime con- 
tractor is really a coordinator. He doesn’t do all of the contracting. 
We do some of it ourselves, and we see that he subcontracts in an 
adequate quantity to what we think are the proper people. So, I don’t 
think it is due to the weapons-system concept; it is due to the situation 
which caused the weapons-system concept. 

Mr. Rrenitman. It is just putting it a different way, I guess. 

Mr. Mutter. After the way we have gone after the other two serv- 
ices on the matter of definition, it wouldn’t be fair not to hear from 
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you about it. Is there very much resistance on the part of your De- 
partment to an industry-by-industry definition, rather than the old 
500 definition ? 

Mr. Suarp. I think it would get us into all kinds of trouble. I 
guess this is going over the same grounds everybody else has gone over 
with you. If we accept a contractor, let’s say, who claims he is a bat- 
tery manufacturer, but he also wants to bid on some electrical equip- 
ment, but he has 1,500 employees, and some other man comes in who 
is just an electrical-equipment manufacturer and has 250 employees, 
he would complain, naturally, about the man with the 1,500 really 
not being an electrical man, but he is a battery man; he wants to bid 
on this and we can’t keep him from it. Probably the small-business 
man, justifiably, would complain to the SBA. That gets us into a 
practical problem. 

In the meanwhile, we have possibly gotten the lowest bid from the 
man with the 1,500 employees, and we need the equipment. What are 
we going todo? Are we going to give it to a higher bidder because 
a complaint has been put in, or are we going to wait until the decision 
is made by the SBA, which might take some time because they might 
have to do some investigating? He gets into both categories. 

Mr. Mutter. I may be wrong, but as I go through the industry-by- 
industry definition for the lending facilities of Small Business Ad- 
ministration, I think, rather than taking out people who are now small 
business under the 500 rule and cut it down as you would in some of 
the other industries, if anything you would let more in because, as 
I go through their list, I think most of them who would be supplying 
your Department are in the thousand-employee category—those which 
they list as small business for lending purposes. I think it would 
make your task much easier. May I suggest that you review that 
industry-by-industry definition of the lending facility and see if that 
same kind of definition would fit more nearly into your needs than 
the 500 rule? 

Mr. Suarp. Certainly, if it can be administered even reasonably well, 
we will be willing to consider it, and we will gladly do that. — 

Mr. Motrer. I would like to have your comments on that after you 
have had an opportunity to examine that. 

The second bells have rung, calling us to the floor for a quorum. 
This phase of the public hearings will be closed now. The hearings 
will recess subject to the call of the Chair. The report of the hearings 
will be kept open, however, for the supplying of additional informa- 
tion, adding additional information to the record, including that which 
has already been asked for, as well as other items that may be called 
for before we finally submit our interim report. 

I have here the statement of Mr. John C. Davis, executive director 
of the National Small Business Men’s Association, which, without 
objection, is made part of this record. 

Statement follows: 


STATEMENT OF THE NATIONAL SMALL BUSINESS MEN’s ASSOCIATION ON THE SMALL 
BUSINESS ADMINISTRATION TO THE Howse SELECT COMMITTEK ON SMALL 
BUSINESS 


Mr. Chairman, my name is John C. Davis. I am executive director of the 
National Small Business Men’s Association, 801 19th Street NW., Washington 6, 
D.C. This association is comprised of individual members engaged in all phases 
of small-business activity, and, geographically, our membership is broadly dis- 








De- 
old 


a 
»ver 
bat- 
uip- 
who 
"ees, 
ally 

bid 
ness 


tO a 


the 
are 
1use 
sion 
eht 


by- 
Ad- 
nall 
B of 
, as 
ing 
hich 
yuld 
that 
that 
han 


vell, 


[ALL 
fALL 


the 
n 6, 
ases 


dis- 


SMALL BUSINESS ADMINISTRATION 421 


tributed throughout the Nation. In some instances local small-business asso- 
ciations have become affiliated with NSBMA, but in all such cases the individual 
members of such organizations have become members of NSBMA. I might add 
that our membership is rapidly expanding, and that interest in matters of national 
policy is both keen and vocal. 

We appreciate this opportunity to comment on the activities of the Small 
Business Administration, and I would like to say at the outset that we have 
found the Small Business Administration eatremely cooperative and effective 
in assisting us Ww ith member problems. 

In view of the nature and number of problems confronting the small-business 
community, and recognizing that a climate conducive to the birth and prosperous 
growth of small business is vital to the national economy, we strongly recom- 
ment that the Small Business Administration be continued in its present status 
as an independent organization in the executive department. 

In making this recommendation we wish to emphasize that in our opinion the 
value of such an independent small-business office lies primarily in the per- 
spective gained through focus of attention by a competent authority on all of 
the factors affecting the health of small business. 

The various services made available to small business by the Small Business 
Administration are well conceived and, on the basis of comments received by the 
National Small Business Men’s Association, effectively implemented. It should 
be mentioned, however, that some companies have expressed dissatisfaction with 
lack of results allegedly due to inflexibility of rules, and indecision or at least 
reluctance to take a strong constructive position in certain cases. 

We are of the opinion that the Small Business Administration should be 
strengthened both as to authority and personnel, in order that it may more 
effectively fulfill its assigned functions. 

We commend particularly the use of advisory committees in the belief that 
this contact with small business keeps the agency abreast of industry problems 
as they develop. 

In conclusion, Mr. Chairman, we feel that the impact of high taxes, the shortage 
of investment capital, the tight money policy, the pressures of big competition, 
the increasing cost of goods, and the rising wage scale make it imperative that 
the Small Business Administration be continued in its present status as an 
independent agency, the agency of the Government charged with responsibility 
for the health of small business. 

Respectfully submitted. 

JOHN C. Davis, Executive Director. 


A complete summary of all SBA approved loans on which disburse- 
ments had been made October 1, 1956, to December 31, 1956, appears 
in the appendix of these hearings. This list is broken down by States 
and congressional districts for the information of the Members of 
Congress. 

It should be noted, however, that listing of congressional districts 
is based upon the business address of the small-business concerns. In 
those areas such as Chicago, Los Angeles, Boston, New York, and so 
forth, the business address listed may be in one congressional district, 
although the officials of the borrowing firm may reside or vote in 
another congressional district. 

We hope to resume these hearings, concerning ourselves mainly with 
procurement, sometime in May. In the meantime, the subcommittee 
will continue to function, both in the field and here in Washington. 
This subcommittee will temporarily recess now. 

(Whereupon, at 12:45 p. m., the committee adjourned sine die.) 
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APPENDIX No. 1.—Business loans approved by SBA on which disbursements had 
been made in the period Oct. 1, 1956, through Dec. 31, 1956, by congressional 
districts 


Direct loans Bank participation loans 


State and congressional district | Amount disbursed 
Num-; Amount | Amount |Num Amount 
ber japproved'disbursed) ber approved 


By SBA | By bank 


Alabama 
2d Congressional District $25, 000 | $25, 000. $12, 500. $9, 375. 00) $3, 125. 00 
3d Congressional District . l 15, 000. | 15,000. 00 
4th Congressional District : 95, 000. 75, 000. 00) 20, 000. 00 
5th Congressional District | 20, 000 15, 000.00! 5, 000. 00 
6th Congressional District | | 500, 000. 0 170, 000. 00/!255, 000. 00 
9th Congressional District } 2) 25, 25, 000. 00) : 99, 000. 37, 500. 00! 50, 500. 00 


50, 000 9) 741, 500 306, 875. 00/348, 625. 00 


Arizona: | 
Ist Congressional] District | 50, 000. | 26, 703. 16 
2d Congressional District : 60, 000 15, 000 | 15, 000. 00 


Total... ‘ . 60, 000. 65, 000. 00} | 41, 703. 16 


Arkansas: 
Ist Congressional District. | ss q 46, 000. 34, 500.00) 11, 500.00 

2d Congressional District ‘ | 30, 000) 30, 000. 120, 000. 99, 750. 00) 30, 250. 00 

3d Congressional District leas 206, 476. 160, 568. 40) 41, 457. 60 
4th Congressional District ___- | 40, 000} 30, 000 115, 500.00} — 11, 000. 00/104, 500. 00 
5th Congressional District_- 36, 000} 36, 000 d 52, 624 34, 953. 20) 10, 550. 80 

6th Congressional District | 3,500) 3, 500 5| 8&7, 500. 22, 875.00! 59, 625. 00 
Total. _.. nina 5} 109, 500) 109, 500. | : 628, 100. 363, 646. 60/221, 133. 40 


California: 
ist Congressional District : 29, 600} 29, 600 ; sata wie 
3d Congressional District _....__|- 2 54, 000. 40, 500.00) 13, 500. 00 
7th Congressional] District__._-__| 15,000) 15, 000. ; | 
10th Congressionai District. 72, 500) 37, 980. 70, 000. 00) | 42, 925. 00 
11th Congressional District_.___| ill Rice las 20, 000. ..| 20,000. 00 
14th Congressional District_..-_| 67,000) 11, 174. ; , d ? 
16th Congressional District 45, 000) 45, 000. ; 54, 000. 15, 000. 00; 39,000. 00 
17th Congressional District __- 22/000) 22,000. } .| 
18th Congressional District_____| 20, 000) 20,000. ad os 
19th Congressional District __-. 252, 700) 41, 380. 23) 50,000.00} 37,500.00) 12, 500.00 
20th Congressional District... 60,000) 51, 266. : : | whi 
2ist Congressional] District 371, 855) 78, % 3} 239, 200. 84, 150. 00) 155, 050. 00 
22d Congressional District... 7 7 | rd 
23d Congressional District... 
24th Congressional District -_- 
25th Congressional District__- 
26th Congressional District__._- 
28th Congressional District__- 
29th Congressional District... 
30th Congressional District. 





7,500) 7,4 =i | 

20,000} 20, 000. Sede a 

265,000; 7, 44, 500 = 44, 500.00 
2,000) 48, 691. 32 12, 000. ..| 12,000.00 
, 300) 25, f 20, 000. 15,000.00! 5,000.00 
5,000) 24, ORE 7 117, 500. 65, 250.00) 52, 250.00 
, 500) 18, 500. 00) | A. 
3,900) 3,000. 2 50, 000. 37, 500.00) 12, 500. 00 


te oe OD 


, 955 | 507, 046. 6 2 731, 200 294, 900. 00/408, 225. 00 


wn 
ow 


Total_- 


Colorado: | | | 
Ist Congressional District... -- 5, 600) 45, 600. 19, 000. 6, 750. 00; 12, 250. 00 
2d Congressional District. - ~~. -~-_}-~--- 5 ; f 89, 250. 42, 560.13) 34, 117. 79 
3d Congressional District - - - 75, 000; 61, 000. F 22, 799. 5, 099. 72) 17, 699. ¢ 
4th Congressional District... -- : 20, 500; 20, 500 ; Seam 


ee ee 141, 100/141, 100. 132, 049. 6% 54, 409. 85) 64, 067. 


422 
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APPENDIX N 


been aie in the period Oct. 1, 1956, through Dec. 31, 1956, by congressional 
districts—Continued 


State and congressional district 


Connecticut: 
ist Congressional District - 
2d Congressional District - 


Direct loans | 


Num-| 
ber japprov ed| 


] $29, 000 


| | 
oo} | 
| | 


| ‘ | 
Amount | Amount |Num-| 
en ber 
| 
“| 


$29, 000. 00 


Bank participation loans 


Amount 
| approved 


1, $15, 000. 00 
ah 6 ° 40, 000. 00 


423 


. 1—Business loans approved by SBA on which disbursements had 


Amount disbursed 


By SBA 





| By bank 





| 
_...--.| $7, 483. 04 
$15, 000. 00 25, 000. 00 





























Total 1 29, 000) 29, 000. 00) 3 5, 000. 00 15, » 000. 00) 32, 483. 04 
| —_ | - _ ————$ 
Florida: od 
ist Congressional District. |. 2 20, 000. 00) 15, 000.00) 5, 000. 00 
2d Congressional District | | 4 99, 000. 00 55, 125. 00) 26, 375. 00 
3d Congressional District | | 1} 250,000.00, 153, 594.76) 17, 066. 09 
4th Congressional District... ___| 1} 6,000.00) 6,000. 00 «Y DE a Scans 
5th Congressional District_-.--. 1} 9,000.00) 9, 000. 00) 1 20, 000. 00 15, 000.00) 5, 000. 00 
6th Congressional District | | ghee 3 28, 000. 00 21,750.00, 6, 250.00 
Total . J é 2} 15, 000. 00} 15, 000. 00 11 417, 000.¢ 00) "260, 469. 76} 59, 691. 09 
Georgia | | | 
ist Congressional District 3) 175,000.00 91, 000. 00} 84, 000. 00 
2d Congressional District | ee a n 2 50, 000. 00 30, 000. 00} 20, 000. 00 
3d Congressional District. - -. -- 1| 32, 000) 32, 000. 00 2 70, 000. 00 52, 500. 00} 17, 500. 00 
4th Congressional District... ..|_. | 4! 70,000.00) 43,000.00) 27, 000. 00 
5th Congressional District__.. -- 1) 150, 000/150, 000. 00) 1 18, 000. 00). __- 18, 000. 00 
6th Congressional District... | | 2 50, 000. 00 50, 000. 00 
7th Congressional District - - 2} 100, 000/100, 000. 00 ; aioeel . 
8th Congressional District... -- 1| 60, 000) 60, 000. 00) 2 35, 000. 00 25, 071. 35) 9, 928. 65 
9th Congressional District __---| | paced 3; 116,000.00) 42, 000. 00) 74, 000. 00 
10th Congressional District -- | Sokal 2) 42, 500.00} 15, 000. 00} 27, 500, 00 
bade dene bedi a ows 5| 342, 000/342, 000. 00 21 626, 500. 00) _ 298, 571. 35] 327, 928, 65 
| —| = ==] —_— —=} —S |§ === —_S>S[|_|_«s—— 
Idaho: | | | 
Ist Congressional District. 2) 40, 000) 40, 000. 00 1} 140, 000. ool... .--}140, 000. 00 
2d Congressional District - 1} 13, 000) 13, 000. 00) R). FI Sih neccncseed 20, 000. 00 
Total 3 53, 000 53, 000.00] 2 160, 00. 00) BEET: 160, 000. 00 
Dlinois: 
lst Congressional District a aeee Li «= GIRO. cc ceccciin 50, 000. 00 
4th Congressional District_-_- cecal eewccnden 1} 75,000. 00}__..-- 75, 000. 00 
5th Congressional District... _- —ecaawamael 1} 175,000.00) 149, 975. 00 25, 025. 00 
14th Congressional District-- — . | 1 90, 000. 00| 45, 000.00} 5,000. 00 
16th Congressional District_- 1| 4,000} 4, 000. 00) 2} 23,000.00} 14,250.00] 4, 750.00 
17th Congressional District-- |- ‘ 1 28, 000. 00 ..-----| 13, 154.24 
18th Congressional District... | 3} 70,000.00) 22, 500.00} 47, 500. 00 
19th Congressional District--- hs win Raa 1 20, 000. 00) ........-- 20, 000. 00 
20th Congressional District... 1 6,000) 6, 000. 00) 5) 133,000. 00 45, 000. 00) 88, 000. 00 
22d Congressional District.... | ; = 1 3, 000. 00 2, 250. 00: 750. 00 
23d Congressional District... se, 2 90,000.00} 15,000.00) 47, 000. 00 
25th Congressional District__- 1| 110, 000} 85, 000. 00) 1} 55,000. 00)...........- 55, 000. 00 
NE ooo Paccdiiast 3} 120, 000 95, 000. 00 - 20) 812, 000.00} 293, 975. 00/431, 179. 24 
a : ne ed 
Indiana: | 
6th Congressional District... ._- | 1} 20,000. 00}__...- 20, 000. 00 
2d Congressional District_-..--- 2} 43,000. 00)......._-- 43, 000. 00 
3d Congressional District. - --- — | 5| 123, 500.00) 63, 875.00} 59, 625. 00 
4th Congressional District....- cal | 1 50,000.00} 37, 500.00) 12, 500.00 
5th Congressional District.- | 4! 148,000.00) 105,000.00) 43, 000. 00 
7th Congressional District ------ lon i ili aalinel 1; 20,000.00) 15,000.00) 5,000. 00 
8th Congressional District -_- 23K ‘ 2} 225,000.00) 15, 000. 00 210, 000. 00 
9th Congressional District __-- Seduowe ‘ d 65,000.00; 41, 250.00} 23, 750.00 
10th Congressional District... “|. 2} 35,000.00| 11, 250.00) 23, 750. 00 
llth Congressional District... | | -| 1 5, 000. 00} 3, 750.00) 1, 250.00 
Total. ....- Bes 22) 734, 500.00) 292, 625. 00/441, 875. 00 
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APPENDIX No. 1.—Business loans approved by SBA on which disbursements had 
been made in the period Oct. 1, 1956, through Dec. $1, 1956, by congressional 
districts—Continued 


Direct loans Bank participation loans 


State and congressional] district Amount disbursed 
\Num-| Amount | Amount |Num-| Amount 
ber |approved/disbursed! ber | approved 


By SBA | By bank 


Iowa: 
Ist Congressional District 1 $4, 900) $4, 149. 23 
2d Congressional District 00 27, 750. 00} 19, 250. 00 
3d Congressional District 7 . 00 22, 700. 00/135, 900. 00 
4th Congressional District 1 40, 000) 40, 000. 00 2 32, 000.00, 112, 500.00) 19, 500. 00 
5th Congressional District l 15, 000. 00 11, 250.00! 3, 750. 00 


00! $55, 000. 00)$45, 000. 00 





6th Congressional District 2 35, 000! 35, 000. 00 2; 190,000.00! 171,000.00) 19,000. 00 
7th Congressional District ] 10, 000, 10, 000. 00 1 25, 000. 00 } 25, 000. 00 
8th Congressional District 2 64, 000. 00 10, 500. 00} 53, 500. 00 
Total... 5 89, 900) 89, 149. 23 23, 846, 600.00, 410, 700. 00/320, 900. 00 
Kansas: | 
ist Congressional] District - - 2 169, 000/169, 000. 00 3 53, 000. 00 45, 000.00) 8, 000. 00 
2d Congressional District 1 3, 500) 3, 500. 00 4 44, 500. 00 17, 250. 00} 25, 250. 00 
3d Congressional District 7 97, 500. 00 48, 000.00) 49, 500. 0 
4th Congressional District 2 22, 000) 20, 000. 00 17) 289, 500. 00 65, 850. 00/193, 650. 00 
5th Congressional District. __- 2) 100, 000/100, 000. 00 7} 92,000.00) 56, 250.00) 35, 750. 00 
6th Congressional District t 7| 160, 000. 00 45, 050. 00) 114, 950. 00 
Total__-. 7 294, 500/292, 500. 00 45| 736,500.00) 277, 400. 00}427, 100. 00 
Kentucky: 


ist Congressional District ‘ 2 80, 000. 00 60, 000. 00} 20, 000. 06 
2d Congressional District ~ b 3 48, 000. 00 32, 160.00} 15, 840. 06 
3d Congressional District l 15, 000. 00 11, 250.00) 3,750.00 
4th Congressional District l 30, 000. 00 15, 000.00} 15, 000. OF 
5th Congressional District 3 47, 000. 00 15, 000. 00) 32,000. 00 


6th Congressional] District 2 120, 000) 120, 000. 00 2 11, 000. 00 8, 000.00; 3,000. 00 
7th Congressional District 1 30, 000' 30, 000. 00 2 78, 360. 00 10, 500.00) 67, 860. 00 
8th Congressional District__-- 1 21, 500. 00 13, 975.00} 7, 525.00 
le ied 3, 150,000 150,000. 00 15, 330,860.00! 165,885. 00/164, 975. 0 
Louisiana: 
2d Congressional District l 4,000 2,909.00 2 90, 000. 00 90, 000. 0 
3d Congressional District ] 20, 000. 00 20, 000. 00 
4th Congressional District ] 12, 000. 00 9, 000.00) 3, 000. 04 
7th Congressional District-- 1 20, 000. 00 ; 20, 000. 0 
Total... a l 4,000) 2, 909. Of 5) 142, 000. 00 9, 000. 00) 133, 000. Of 
Maine: 
Ist Congressional District l 40, 000. 00 32,000.00} 8, 000. 0 
3d Congressional] District..--- l 15, 000) 15, 000. 00 l 67, 700. 00 60, 930.00) 6, 770.00 
Toetels. =. 5S ] 15,000! 15, 000. 00 2. 107, 700.00 92, 930. 00) 14, 770. 00 


Maryland 


3d Congressional District 1 125, 000) 89, 000. 00 

4th Congressional District : 1, 100, 000. 00 89, 000. 00} 20, 000. 00 

6th Congressional] District 3 240,000.00 160, 000. 00; 80, 000. OF 
Total _-_- 1 125, 000; 80, 000. 00 4, 340,000.00) 240, 000. 00) 100, 000. 0 


Massachusetts 





ist Congressional District 2 60, 000. 00 60, 000. 00 
2d Congressional District... l 8, 000. 00 00} 2, 000. 
3a Congressional District 2 21, 000. 00 00) 5, 250. 
5th Congressional District _- 2 7,500 7,500.00 2 21, 000. 00 00} 5, 250. 04 
6th Congressional District 4 64, 500. 00 43, 500. 00) 21, 000. 00 
7th Congressional District. _- 1 20, 000) 20, 000. 00 

9th Congressional District__. 3 217, 000) 132, 000. 00 2 150, 000.00 _..| 93, 039, 91 
10th Congressional District l 25,000 25. 000. 00 } 10, 000. 00 7, 500.00) 2, 500. 00 
14th Congressional District__- 2 40, 000. 00 10, 000. 00} 30, 000. 00 


Total. 4 . . 7 269, 5 184, 500. OO 16 374, 50. 00 Ys, 500, 00/219, 039. 9) 
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APPENDIX No. 1.—Business loans approved by SBA on which disbursements had 
been made in the period Oct. 1, 1956, through Dec. 81, 1956, by congressional 
districts—Continued 


| Direct loans Bank participation loans 


State and congressional district 
Num-} Amount | Amount |Num-| Amount 
| ber japproved disbursed| ber | approved 

| | 


Amount disbursed 


By SBA | By bank 


0. 00 
0. OO 
0. OO 
0, OO 
0. OO 
0. 00 
0. OO 
0. 00 


0. OO 


0. OC 
0). 00 
0). Of 
0). OO 
0). Of 
1), OH 


0. OO 


W. Ot 
iO. Of 
50. 0 
Ww. Ut 
0. OC 
0. OO 
0). OO 
25. 00 


OO. OF 
UV, Uf 
00. 0 
OU. UF 


Mm. Oo 


Michigan: 

4th Congressional District. 
5th Congressional District 
8th Congressional District. 
9th Congressional District... 
10th Congressional District -- 
14th Congressional District 
16th Congressional District 
18th Congressional District-- 


Total_- 


Minnesota: 
Ist Congressional District 
2d Congressional District 
4th Congressional District 
5th Congressional District 
6th Congressional District 
7th Congressional District..-. 
&th Congressional District 
9th Congressional District 


Total 


Mississippi: 
Ist Congressional District... 
2d Congressional District 
4th Congressional] District 
6th Congressional District 


otal 


Missouri 
ist Congressional | istrict 
2d Congressional District 
4th Congressional District 
5th Congressional | istrict 
6th Congressional District 
7th Congressional District 
8th Congressional District 
9th Congressional District 
10th Congressional District 
llth Congressional District 


Total 


Montana 
Ist Congressional District 
2d Congressional District 


Total 


Nebraska: 
Ist Congressional District 
2d Congressional District 
3d Congressional District 
4th Congressional District 


Total 


Nevada: At large 

New Hampshire: 
Ist Congressional District 
2d Congressional District 


Total 


New Mexico: At large 


; 118, goo 


~ $18, 500|$18, 500. 00 


° - | 
163, 000} 90, 500. 00) 


181, 500/109, 000. 00} 


| 
| 
| 


| 


"45, 000! 45, 000. 00| 
35, 000! 35, 000. 00 


45,000! 45, 000. 00 


125, 000/125, 000. 00! 


35, 000; 35, 000. 


35, 000} 35, 000. 


63, YOO, 


20, OOO} 20, O00. 


20, 000) 20, 000. 


158, 900) LOS, 900. 00 
20, 000) 20, 000. 00 


20, 000) 20, 000. 00 


152, 000 152, 000. 00 


25, 000) 25, 000. 00 


25, 000) 25, 000. 00 
250, 000 188, 845. 43 


9 
2 
l 
1 

2 


1 
1 


10| 


15 


|. 


$265, 000. 00| $216, 000. 00} 
77, 500.00) 57, 635. 00 
75,000.00} 50, 000. 00) 
35, 000. 00 31, 500. 00} 
20,000.00} 7,000. 00) 


“34, 000. 00| 25, 500. 00| 
60, 000. 00 15, 744. 54 
566, 500.00! 403, 379. 54 
ee eeaes | fae — 
| | 
25,000. 00|_...-...-.--| 
38,000.00] 24, 750.00 
40, 000. 00|__ 
600, 000. 00} 





520, 000. 00} 
44, 500. 00 6, 500. 00] 

6, 000. 00 4, 500. 00] 
30,000.00} 15, 000. 00} 


$27, 000. 00 


19, 865. 00 
25, 000. 00 
3, 500. 00 
13, 000. 00 
8, 500. 00 
6, 747. 66 


25, 000. 00 
13, 250. 00 
20, 000. 00 
80, 000. 00 
38, 000. 00 

1, 500. 00 
15, 000. 00 


783, 500.00} 570, 750. 00) 192, 750. 00 


| 
30, 000. 00! 
15, 000. 00 


40, 000. 00 
25, 000, 00 
20, 000. 00 
100, 000. 00 
185, 000. 00} 112, 500. 00 
20, 000, 00|.......- 
156, 000.00} 100, 000, 00 
58, 821. 60 28, 334. 04 
40, 600. 00 28, 500. 00 
42, 000. 00 14, 850. 00 
70, 000. 00 15, 000, 00 
65, 500. 00 48, 822. 00 
35, 000. 00 31, 500. 00 


12, 000, 


7, 560. 00 


, 321.6 566. 04/204, 715. 56 


10, 000. 00 
10, 000. 00 
20, 000. 00 


67, 500. 00) 32, 500. 00 


20, 000. 
56, 000. 
12, 487. 
9, 500. 
55, 000. 
16, 678. 


3, 500. 


4, 440.0 


15, 000. 00 106, 000, 00 
350. 00)117, 150. 00 


, 350. 00/223, 150. 00 


, 000. 00 
, 000. 00 
, 000. 00 
, 000. 00 


000. 00 


200. 00 


7, 000. 00 


, 000. 00 7, 000. 00 


, 000. 00 
2, 000. 00 13, 125. 00 


45, 000. 00 


§, 375. 00,177, 625. 00 


67, 800. 00 


250. 00) 35, 750. 00 


32, 825. 00/326, 175. 00 


3, 000. 00 


7,000.00) 3, 000. 00 


58, 875. 00 
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AppeNnpix No. 1.—Business loans approved by SBA on which disbursements had 
been made in the period Oct. 1, 1956, through Dec. 31, 1956, by congressional 
districts—Continued 


| Direct loans Bank participation loans 


a ane - 
| | 
State and congressional district | 
j|Num-| Amount | Amount |Num- 


ber j|approved/disbursed| ber 


| / 

| Amount disbursed 
Amount 
approved 


| 
By SBA | By bank 
| 


New Jersey: 

2d Congressional District 3| $92,000.00) $72, 850.00) $19, 150.0 
6th Congressional District 
7th Congressional District 
12th Congressional District 
13th Congressional District 


$4, 000 
25, 000 


$4, 


OF 


“v0, 


000. 00 

000. 00 : 
| 221, 800. 00) 25, 000. 00/175, 800. 00 

10, 000 | a! 


10, 000) 


000 
000 


10, 00 


10, | 

Total 49, 000) 49, 000. 00 313, 800.00! 97, 850. 00/194, 950. 00 

New York: 
ist Congressional District _- 
3d Congressional District 
22d Congressional District 
23d Congressional District 
24th Congressional District 
26th Congressional District 
28th Congressional District 
29th Congressional District 
32d Congressional District 
33d Congressional District 
35th Congressional District 
36th Congressional District 
42d Congressional District 


00 ie 
15, 000. 00 15, 000. 00 

000. ae bie 

000. 00 

000. 


5,000] 5, 000. 
j 

50, 000!) 50, 
35, 000) 35, 
250, 000) 200, b 

40, 000. 00 
00' 2, 500.00 
37/109, 837. 04 
| 20, 000. 00 

4, 000, 00 


50, 000. 00 
25, 000. 00 
345, 000. 00 
20, 000. 00 
15, 000. 00 


22, 500 

133, 533. 

. 11, 000. 00 
29, 800) 25, 000 = 

23, 000. 00 

328, 000. 00 


2%, 000. 00 


87, 446 22, 716. 25 


25) 


319, 800/119, 000. 0 806, 000.00) 254, 479. 61/237, 053. 29 


North Carolina: | | | | 

2d Congressional District | 12,000) 12, 000 95,000.00} 85, 500.00) 9, 500. 00 
3d Congressional District -- 82, 500. 00 66, 000. 00) 16, 500. 00 
4th Congressional District 7, 000. 00 5, 250.00) 1, 750.00 
5th Congressional District 50, 000. 00 37, 500.00! 12, 500. 00 
7th Congressional District | 


70, 000} 70, 


9th Congressional District 


10th Congressional District ca 


82, 000) 82, 000 


12, 000. 00 
95, 000. 00 


341, 500. 00 


00! 
00} 


9, 000 
78, 750. 


282, 000. 00; 


3, 000. 00 
16, 250. 00 


59, 500. 00 


North Dakota: At large 21, 500| 21, 500 117, 000. 00 82, 500. 00! 34, 500. 00 
—— <== — = 


Oklahoma: 

Ist Congressional District- | | 55, 000. 00 11, 600. 00! 43, 400. 00 
2d Congressional District 75, 000. 00 | 75,000. 00 
3d Congressional District - 102, 500. 00 00} 53, 000. 00 
4th Congressional District . : 15, 500. 00 00} 10, 700. 00 
5th Congressional District 55, 000. 00 00} 30, 000. 00 


49, 500. 
4, 800 
90, 000. 
00 


Total__-- /212, 100 


403,000.00) 155, 900. 00 

Ohio: 
2d Congressional District ___- 1 
3d Congressional District... i| 
4th Congressional District __-___| 1} 
5th Congressional District -_- 1| 
7th Congressional District | 
8th Congressional District __- 
10th Congressional District __- 
13th Congressional District -_- | 
14th Congressional District _- cal 60, 000. 00 
17th Congressional District __- a , | 350,000.00 
18th Congressional District _-- 2} 158,000.00 
23d Congressional District _...-- 7| 704,000/524, 171. 26 


11} 1,019, 000/819, 155. 80 
ae | 
25,000) 25,000. 00) a Nis 

250, 000/141, 297. 00) 19, 000. 00) _. 
70, 000. 00 


32,000} 32, 000. 00) 
55, 000) 47,000.00) 3, 000. 00 


25, 000. 00 
60, 000. 00 
20, 000. 00 
80, 000. 00 
46, 243.00 
274, 000. 00 
15, 000. 00 
50, 000. 00 


25, 000. 00 
60, 000. 00 
14, 286. 00 
65, 000: 00 
11, 560. 75 
144, 500.00 
3, 750. 00 
12, 500. 00 
6, 000. 00 
67, 139. 07 
18, 000. 00 


200, 000/200, 000. 00 
50, 600) 50, 000. 00 
50,000) .39, 984. 54 
15, 000! 15, 000. 00 


5, 714. 
15, 000. 
34, 682. 

129, 500. 
11, 250. 
37, 500. 00 
54, 000. 00 
34, 278. 13 

140, 000. 00 


00 
00 
25 
00 
00 


427, 735. 82 


| 
| 
| 
—— 
| 


Total--.- 1,038, 243.00) 461, 924. 38) 





Oregon: 
ist Congressional! District -_.- 1 
2d Congressional District_-_.._. 1 
3d Congressional District -__..- 2 
4th Congressional District --- 2 


19, 000. 00 
17, 500. 00 
2, 000. 00 








52, 500.00 


92, 000. 00 52, 500. 00 


362, 000'245, 297. 00) 





38, 500. 00 


' 








ad 
al 


nk 


0.0 


. 00 


00 


00 
00 
04 
00 
00 


00 
00 
00 
00 


00 
00 


00 
00 


00 
00 
00 
00 
00 


00 
00 
00 
00 
75 
00 
00 
00 
00 
07 
00 


82 


00 
00 
00 
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districts—Continued 


| 
| 
| 
| 


State and congressional] district 


Pennsylvania: 

ist Congressional] District - 
2d Congressional District 
3d Congressional District 
4th Congressional District_. 
5th Congressional District 
6th Congressional District 
7th Congressional District 
8th Congressional District 
9th Congressional District 
10th Congressional District 
llth Congressional District 
15th Congressional District 
17th Congressional District 
19th Congressional] District 
22d Congressional District 
24th Congressional District 


Total.... 


Rhode Island: 
Ist Congressional District 
2d Congressional District 


Total 


South Carolina: 
3d Congressional District 
5th Congressional District-.- 
6th Congressional District_. 


Total 


South Dakota: , 
Ist Cons ressional District 
2d Congyessional District 


Total 


Tennessee: 
lst Congressional District 
2d Congressional District. 
3d Congressional District 
4th Congressional District 
ith Congressional District 
tith Congressional District 
7th Congressional District 


Petal 
Ie Vas 
24 Congressional District 
41 Congressional District 
‘th Congressional District 
6th Congressional District 
7th Congressional District 
Sth Congressional District 
vth Congressional District 
10th Congressional District 
11th Congressional District 
12th Congressional District 
13th Congressional District 
lfth Congressional District 
idth Congressional District 
17th Congressional District 
kth Congressional District 
i9th Congressional District 
20th Coneressional District 
21st Congressional District 


Total 
Convressional District 
At large 


Utah 
Vermo t 


Direct loans 


'Num-| Amount 
ber |approved|disbursed 


20, 
3} 233, 


1| 17, 


on 


1 3,000; 3, 000. 
1 3,000) 3, 000. 
| l 40, 000) 40, 000. 
1 40, 000} 40, 000 


4 162, 800/162, 800. 
1 20, 000) 20, 000 
1 50, 000} 50, 000 
6 232, 800) 232, 800. 
| 
l 450, 000) 50, 000 
I 12, 000) 12, 000. 
| 
} l 10, 000) 10, 000, 
| 
3 170, 000/170, 000. 
6 242, 000 242, 000, 


5, 000) 15, 


rene peepee fame 


$175, 000/175, 000. J 


000 


3 
“2| 266, 000!236. 000. 00 
1 

3 


500) 17, 500. 


000) 20, 000. 
‘ 000/691; 000. 


5, 000} 15, 000. 
| 


| 
| 
Amount 


9, 500. 
000/233, 000. 


000. 








| 


00 
00) 


00| 
| 
| 


00! 


00| 


00 


”) 
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APPENDIX No. 1.—Business loans approved by SBA on which disbursements had 
been made in the period Oct. 1, 1956, through Dec. 31, 1956, by congressional 


Bank participation loans 


Num-| 





| Amount 
ber | approved 

| 

1} $15, 000. 00 
1} 20, 000. 00 
1) 4 000.00| 
1 50, 000. 00 
3} 145, 000. 00) 
1} 300, 000. 00 
2} 170, 000. 00 
3} 265, 000. 00 
3} 238, 000. 00 
2) 136, 000. 00 

21, 000. 00} 
2| 270, 000. 00 
2} 45, 000. 00 
2} 65, 000. 00 

I | 
25)1, 745, 

a 
3} 60, 000. 00} 
-| | 
3} 60, 000. 00| 

| 
1| 15, 000. 00 
l 20, 000. 00) 
2| 35, 000. 00} 
' 
4) 136, 000. 00| 
1} = 10, 000. 00} 
5| 146, 000. 00} 
1 30, 000. OF 
2) 125, 000. 00 
I 15, 000. 00 
1} 175, 000. 00 
1} 30, 000. 00| 
6| 375, 000. 00] 
1 26, 700. 00} 
1 20, 000. 00 
l 20, 000. 00 
3 36, 000. 00 
6 194, 000. 00 
l 74, 000. 00 
l 20, 000. 00 
2 17, 600. 00 
3 85, 275. 00 
1 6, 000. 00 
l 22, 500. 00 
3 55, 000. 00 
2 95, 000. 00 
2} 220, 000, 09 
3: 172, 500.00 
9 350, 000. CO 
3) 136, 800. 00 
l 20, 000. 00 
44/1, 564, 87°. 00 
l 14, 000 O 
3 33, 100 O00 





000. 00/1, 109, 099. 72/484, 461. 70 








Amount disbursed 





By SBA | By bank 


105, 000. 00 
109, 175. 72 
173, 100. 00 
60, 074. 00 
15, 000. 00 
240, 000. 00 
32, 500. 00 
7, 500. 00} 57, 500. 00 


22, 500. 00| 26, 669. 69 


22, 500. 00} 26, 669. 69 


11, 250.00] 3, 750. 00 
_....} 10,000. 00 


11, 250. 00} 13, 750. 00 


97, 500. 00} 38, 
7, 500.00} 2, 


500. 00 
£00, 00 


00} 41, 000. 00 


105, 000 
: | 
15, 000. 00} 15, 000. 00 
70, 750. 00} 19, 250. 00 
11, 250.00) 3, 750. 00 
157, 500. 00} 17, 500. 00 








00} 15, 000 


| 


00! 70, 500. 00 


15, 000. 
269, 500 


19, 800.00] 9, 900. 00 


15, 000.00) 5, 000. 00 
7,500.C0} 2, 500.00 
22, 500. 00} 13, 500. 00 
91, 200. 00} 66, 050. 00 
75, 000. 00 
20, 000. 00 
8, 700.00} 8, 900. 00 
53, 047. 50} 26, 727. 50 
4, 500. 00) 1, 500. 00 
9, 266.67) 4, 633. 33 


+ 


15, 000. 00) 40, 000. 00 
40, 508, 50 
15, 000. 


33, 099. 50 
00! 165, 000. 00 
OC} 51, 000. 00 
00}293, 750. 00 
OO} 49, 680. 00 








15, 000. 60) .5, 000. 00 
581, 98°. 67|871, 23°. 33 

15. 009, 00 
20, 325.00! 6, 775. 00 
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APPENDIX No. 1.—Business loans approved by SBA on which disbursements had 
been made in the period Oct. 1, 1956, through Dec. 31, 1956, by congressional 
districts—Continued 


Direct loans Bank participation loans 


| 

State and congressional district | Amount disbursed 
Num-| Amount | Amount |Num-) Amount 
ber lapproved disbursed| ber | approved 


By SBA | By bank 


Virginia: 
ist Congressional District - --- 2 ‘ $300,000.00) $15, 000. 00 $285, 000.00 
2d Congressional District__._- ; 25, 000. 00 15, 000.00! 10,000. 00 
5th Congressional District --- 2} 110,000.00 91, 500.00) 18, 500.00 
6th Congressional District ¥ 20, 000. 00 15,000.00 5,000. 00 
7th Congressional District. $15, 060! $15, 000. 00 20, 000. 00 15, 000.00 5, 000.00 
Total... .-. : 15,000 15, 000. 00 7| 475,000.00) 151, 500. 00/323, 500. 00 


Washington: | 
lst Congressional District ____ ; 12,000 12,000.00 $20, 000. 00 ..| 20,000.00 
2d Congressional District____- 2} 80,000) 80,000. 00 2; 595,000.00! 246, 400. 00 348, 600. 00 
3d Congressional District , | + 100, 000. 00 54,000.00) 6, 000.00 
4th Congressional District___- 30,000, 30,000. 00 | 75,000.00) 75, 000. 00 
5th Congressional District_-_. 2) 42, 500) 42, 500. ; 41, 509. 00 24, 000.00) 17, 500.00 
6th Congressional District 2) 32, 700) 30, 850. 00) : 92,000.00! 48, 068.00) 43, 932. 00 


Sires Sore : 197, 200 195, 350 9 923, 500.00) 372, 468. 00)511, 032. 00 


West Virginia: 3d Congressional 
District - _- oa : ‘ 


75,000) 75, 000. 00| | 115,000.00! 82, 900.00! 22, 100.00 


75,000 75,000 115, 000. 00! 82, 900 00! 22, 100. 00 
Wisconsin: | | 
ist Congressional District 2 so 2} 150, 000. 00) 5, 000. 00) 135, 000. 00 
2d Congressional District___. 7 195, 000.00) 146, 250. 00) 48, 750. 00 
5th Congressional District : 35, 000.00} 11, 250. 00) 23, 750. 00 
6th Congressional District __. . : 139, 000. 00! 139, 000. 00 
7th Congressional District : 70, 000.00} 37, 500.00) 32, 500. 00 
8th Congressional District ___- ; 105, 000. 00} 90, 000. 00} 15, 000. 00 
10th Congressional District y 66, 000. 00 39, 300. 00) 26, 700. 00 
Total -_-_.. : 9 760,000.00} 339, 300. 00/420, 700. 00 
Alaska. nal 5} 495, 000. 00} 108, 000. 00/370, 118. 00 
Hawaii 4 | § 82, 000. 00 61, 500. 00} 20, 500. 00 
Puerto Rico : 20, 000. 00) 15, 000. 7 5, 000. 00 
| 


APPENDIX NO. 2 
SMALL BUSINESS ADMINISTRATION 
STATEMENT OF INCOME AND EXPENSE 


It will be noted from the following income and expense statement by years 
(including disaster loan activity) that the ratio of administrative expenses to 
income has declined steadily since 1955, the first full fiscal year of operation. 
This is a logical development in that the number and amount of outstanding loans 
of the agency have been increasing steadily and the costs of processing and clos- 
ing of such loans have been disproportionately heavy. If the ratio trend con- 
tinues, it would appear that income would exceed administrative expenses in 
1958. This compares with a ratio of 50 to 60 percent for private banks according 
to the testimony given by Mr. Waugh of the Export-Import Bank. 

Based on various assumptions in line with the current experience, including an 
average size loan of approximately $36,000 (SBA share), it is estimated that 
when the total business loans outstanding approximate $400 million, the total 
income will offset total expenses, including estimated losses. This estimate is for 
business loans only and does not allow for the costs of the disaster loan program 
where the interest rate paid by borrowers is 3 percent and SBA is required to pay 
2% percent on the money which it lends. 








ad 
al 


nk 


).00 
00 
00 
00 
00 


00 


00 
00 
00 
00 
OO 
00 


00 


00 


OO 
00 
00 
00 
00 
00 
00 


00 
00 
00 
00 
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Fiseal years 








1954 1955 | 1956 | Ist half 1957 
Income: 
Interest earned . $26,025 | $690,441 | $2,131,147 $2, 249, 538 
Fees earned on deferred participation loans 5, 719 160, 028 | 312, 199 | 191, 200 
Miscellaneous duical 2, 647 | 6, 541 23, 156 
Total income ga 31, 744 853, 116 2, 449, 887 2, 463, 894 
Expense 
Interest paid to Treasury on revolving fund dis- | 
bursements 14, 532 275,990 | 1,180,617 | 1,292,632 
Administrative expense 1, 512, 715 2, 620, 665 3, 837,051 | 2,617,805 
Provision for losses 
On business loans - - anata alincicumeal 46, 804 426, 567 585, 471 651, 986 
On disaster ans ® ait 16, 549 280, 868 1, 688, 500 353, 876 
Other operating expense divin : 120 3, 269 12, 078 
Total expense........ 1, 590,600 | 3,604,210 | 7, 294, 908 4, 928, 377 
Net loss ‘ i 1, 558, 856 2, 751, 094 4, 845, 021 2, 464, 483 
Financial counseling administrative expenses fi- | | 
nanced by direct appropriation_......_- 4 ‘ 249, 540 332, 645 496, 667 () 
Ratio, administrative expenses (ineluding disaster) to Percent | Percent | Percent 
income : swabaiend whine ; | 346 177 106 


| Financed from the revolving fund in 1957, and is a part of the administrative expense figure above. 


The unit costs of handling loan applications and resulting loans for the 6- 
month period, July 1 to December 31, 1956, are as follows: 


For each business loan: Cost 
PII i i eh a ; iii ie ae $365 
Closing_- Bt a <a com ab gb nssmcaibica heh niinchea aoe eal ei ci an a Se ca 267 
Administration (for 6 months) —- ea Shar oa Ss Se pbc tatee a 170 

For each disaster loan: 

Processing eh ili Ser oe ed ES Oe RAE 151 
Closing_-_- iiieea tata hes hed ti ig ik Ue eg cahaicaapea pM ch ttn ans ee ls 148 
Administration (for 6 MonthS) .6.<..cacnccencsaducn pada din dianetbics 89 


The attached statement, which was prepared pursuant to section 215 of the 
Small Business Act, sets forth our administrative expenses by activity for the 
period July 1 to December 31, 1956. 


Xx 





